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FEDERAL DEPOSIT INSURANCE ASSESSMENTS 


THURSDAY, JUNE 30, 1960 


U.S. SENATE, 
CoMMITTEE ON BANKING AND CURRENCY, 
Washington, D.C. 

The committee met, pursuant to call, in room 5302, New Senate 
Office Building, at 10:12 a.m., Senator A. Willis Robertson (chairman) 
presiding. 

Present: Senators Robertson and Frear. 

The CuatRMAN. The committee will please come to order. 

The Chair would be pleased to recognize the Chairman of the 
Board of the FDIC. He may be accompanied by any members of 
the Board and staff that he wishes. The Chair is always glad to see 
present Mr. Cocke, a member of the Board. 

The Committee on Banking and Currency is hearing witnesses 
this morning on H.R. 12465, a bill to provide for a simpler method of 
determining assessments under the Federal Deposit Insurance Act, 
and for other purposes 

The Federal Deposit Insurance Corporation over the past 4 or 5 
years has been looking into the possibility of finding simpler and less 
expensive methods of calculating the assessments which are imposed 
upon banks which are members of and insured by the Federal Deposit 
Insurance Corporation. This assessment income pays for all the 
expenses of the Federal Deposit Insurance Corporation and insurance 
losses, present and past. The balance of assessment income is divided, 
40 percent going to the FDIC insurance reserve fund and 60 percent 
going back to the insured banks. 

The assessments under the present law are one-twelfth of 1 peccent 
of total deposits, insured and uninsured, as the word ‘‘deposit”’ is 
defined in the act and regulations. One of the problems arising in the 
determination of deposits is the deduction for ‘‘float,’”’ meaning the 
total amount of checks and other items deposited in a bank and 
credited to a depositor’s account on the books of the bank, which 
were drawn on another bank and the proceeds have not yet been 
collected by the bank of deposit. In other words, the bank of deposit 
has increased its deposits by crediting its customer with this amount, 
but it has not yet received the funds from the second bank. Two 
methods, the (aa) method and the (bb) method are now used. Very 
complicated problems of accounting can arise in the course of calcu- 
lating float under these methods. In addition, fictitious cross deposits 
can be made om the critical dates which would give the two banks 
involved inflated deductions for float. 

The bill would do three things: 

(1) It would base the assessments on deposits as calculated in four 
call reports a year, thereby eliminating the need for banks to maintain 
special records solely for assessment purposes. 
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(2) It would provide uniform deductions of 16% percent of demand 
deposits and 1 percent of time deposits, on account of float and certain 
other deductions previously allowed. 

(3) It would increase the amount of net assessment income returned 
to insured banks from 60 percent to 66% percent. 

In addition, the bill wotld make a number of minor changes relating 
to assessments and in the definition of ‘‘deposit,’’ including the changes 
with respect to deposits by insured fiduciary banks which this com- 
mittee has already approved in S. 1798. 

This bill is strongly recommended by the FDIC, and it is supported 
by the Treasury, the Federal Reserve Board, and the General Account- 
ing Office. So far as it deals with the determination of assessments, 
it is largely the same as S. 2609, which I introduced earlier this session, 

Without objection, the following material will be inserted in the 
record at the close of the hearings. 

The bill, H.R. 12465; 

A section-by-section summary of the bill; 

Reports from the Treasury Department, the Federal Reserve Board, 
and the General Accounting Office on S. 2609; 

Excerpts from GAO audit reports on FDIC recommending sim- 
plification of the assessment base; ’ 

An excerpt from the Federal Deposit Insurance Corporation report 
for the year 1957, discussing the size of the FDIC insurance fund; 

A copy of S. 1798, and the Senate Report 490, 86th Congress, dealing 
with deposits by insured fiduciary banks. 

This bill, of course, has already passed the House. We have the 
full benefit of the hearings and the report of the House Committee on 
Banking and Currency. 

We have previously had requests for an opportunity to testify on 
S. 2609 by some of those who testified at the House hearings. How- 
ever, all of those who made such requests to this committee in con- 
nection with S. 2609 have now withdrawn their requests. 

It seemed appropriate, however, as the chairman has already said, 
to call to the attention of the committee, among those who testified 
in favor of the bill during the House hearings were the American 
Bankers Association and the Independent Bankers Association. 

The Chair recognizes in the audience a representative of the 
American Bankers Association, but the fact that the Independent 
Bankers Association is not represented here this morning doesn’t 
indicate that they are not interested. It merely indicates that they 


expect us to go ahead in line with their testimony before the House. | 


The Chair now will be glad to hear from his friend and former 


colleague, the distinguished Chairman of the Federal Deposit Insur- 


ance Corporation. 


STATEMENT OF JESSE P. WOLCOTT, CHAIRMAN; ACCOMPANIED | 


BY ERLE COCKE, DIRECTOR; WILLIAM G. LOEFFLER, CON- 
TROLLER; ROYAL L. COBURN, GENERAL COUNSEL; NEIL 


TITRE 


GREENSIDES, CHIEF, DIVISION OF EXAMINATION, FEDERAL | 


DEPOSIT INSURANCE CORPORATION 


Mr. Wotcorr. Mr. Chairman, we are very, very happy to be here 


with you this morning and discuss this bill. I am not unmindful of 


the fact that we appear here today under the pressure of limited time. 
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As you have indicated, I have with me here today, Mr. Erle Cocke, 
a member of the Board, Mr. William Loeffler, the Controller of the 
Corporation, Neil Greensides, the assistant to the Chairman and 
Chief of the Division of Examination; and Royal Coburn, General 
Counsel of the Corporation, Mr. Monroney and Mr. Kefauver, and 
they will be pleased to answer any questions of a technical nature 
that I have not covered in the very, very brief statement that I 
should like to make. 

In view of the fact that there is this limitation of time, I shall strive 
to contain my enthusiasm for the legislation by condensing my remarks 
into as much brevity as will permit ready understanding. 

The proposal before the committee; when enacted, will accomplish 
the major objective of simplifying the method of determining and 
computing assessments. I don’t think there could be much more 
by way of understanding than is contained in the chairman’s state- 
ment which he has just made. 

This major accomplishment would result in a great saving of 
paperwork, time, financial cost, and man-hours for the 13,382 insured 
banks of the Nation, and for the Corporation. 

The Comptroller General of the United States has, in each of the 
last 3 years, recommended to Congress the simplification of the 
assessment base as contained in this legislation. 

To simplify these procedures, the bili would take two important 
steps : 

Base FDIC assessments on items in the reports of condition 
insured banks made to their supervisory authorities, thus eliminating 
the necessity for special records prepared and maintained solely for 
that purpose; and 

2. Authorize a single uniform deduction by all banks, on account 
of “float”? and other deductions previously allowed, of 16% percent 
of demand deposits and 1 percent of time deposits. 

Because these changes will result in an increase in gross assessments 
for some banks, the bill proposes to increase the rate of assessment 
credit from the present 60 to 66% percent of net assessment income. 

All insured banks, under State and Federal statutes, are required 
to give current financial information pertaining to their condition 
and operations, on forms referred to as “reports of condition” or 

“call reports.”” Banks have been filing these reports for many years 
on standardized forms. Bookkeeping practices and statistical records 
have been attuned to these forms to make them reasonably routine 
and easy to prepare. Now H.R. 12465 will change FDIC assessment 
procedures so as to base assessments on information provided by 
insured banks on call reports, eliminating the need for special records 
maintained solely for assessment purposes. 

Every item used in the computation of the assessment will appear 
in the regular report of condition, except percentage deductions. 
Only minor changes will be required in the present format of these 
reports. Willful submission of false reports of condition and certified 
statements would be punishable under the law. 

Presently, the assessments reported by the banks are audited on a 
selective basis through field audits which, due to manpower and time 
limitations, cover only about 1,000 banks (out of more than 13,000 
insured institutions) i in a 3-year period. 
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Enactment of the bill under consideration will provide the Corpo- |mitti 
ration, through the normal examination process, with at least an | collec 
annual verification of the report of condition of every factor involved |the 0 
in the determination of the banks’ assessments. This will result in | Th 
more than $500,000 in annual savings in audit costs to the Corpora. |t0 th 
tion without increasing examination costs to any agency. oat, 

Insured banks will benefit to this extent: Paperwork will be re-| Th 
duced; special records will be eliminated; controversial items will be |bank 
reduced to a minimum; complicated formula and computations in- |e@ch 
volved in arriving at ‘‘float’’ will be eliminated; and, interruptions of |paid 
regular work duties of bank personnel by Corporation auditors will | .Tb 
be eliminated except in rare instances. jof ae 

In conclusion, I want to point out that the basic concept of Federal] |"? | 
deposit insurance has always been that the assessment paid by an |/ate} 
insured bank should be based on total deposit liabilities. There are | 4é 
some differences between “deposit” as reported to the FDIC and As 
deposits as reported in reports of condition. The bill does make con- deter 
forming changes in the definition of “deposit” in the Federal Deposit | g¢ 
Insurance Act. I believe Congress should define ‘‘deposit”’ in the most In 
precise terms possible in order that definition by regulation may be | ‘®t 
reduced to a minimum. and, 

Mr. Chairman, I have presented the Corporation’s views in its | the ° 
wholehearted support of this proposal. In addition, I would like to | adva 
offer a section-by-section summary of H.R. 12465, which you have | the 1 
referred to and which will become a part of the record. have 

The CuarrMan. The Chair in his original statement inserted that °°" 
summary in the record. the g 

Mr. Wotcorr. I am going to ask Mr. Loeffler, with the permission |“ 


of the Chair—he is eminently qualified to do this job for us—to present . Ur 
a more technical explanation of the bill. se tt 

I believe you have copies of Mr. Loeffler’s statement. Perhaps | SP 
you would like to put that in the record. os 

The CHarRMAN. The committee will be glad to hear Mr. Loeffler, es 
but the chairman has had an opportunity to take a quick look at this |" 1 
testimony and finds it quite voluminous. If agreeable with him and| that 
the members of the committee, the Chair would authorize the full ao 
statement to be filed in the record and will ask Mr. Loeffler just to give | jot 


us the highlights of it. | cee 

Mr. Loerrter. Thank you, Mr. Chairman; that is fine. a 

Mr. Wotcorr. That concludes this very, very short statement of a 
mine, Mr. Chairman. I am very, very happy to be here, and we will aa. 
answer any questions that you have time to ask or would desire to ask. pe 
The CHatrMAN. First, we would like to hear the summary of Mr. Fi 
Loeffler’s testimony. 

Mr. Lorrrier. Under the present law assessments against insured 
banks are computed at the basic rate of one-half of 1 percent pe 
annum of total deposit liabilities. Before computing the amount 0 
the assessment, however, the banks are permitted several kinds 0 
deductions or subtractions from total deposit liabilities. The principal as 
deduction permitted is, one, for items credited to depositors’ accounts 0! proc 
paid out in cash over the counter and which are still in the process 0] Or 
collection, generally referred to as “‘float.”’ a 

As the chairman has mentioned, already, there are now two methods 
of deduction, the (aa) and (bb) methods, the basic (aa) method, per 
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orpo- mitting deduction of float items received and placed in the process of 
t an {collection on a base day, which may be multiplied by two and used by 
slved |the majority, great majority, of all of the insured banks. 
It in | This is an arbitrary method and obviously is of greatest advantage 
pora- |to the banks having a large amount of such items, or preponderance of 
float, which are collectible in less than 2 days. 
e re.| The (bb) method is the nearest to a precise method under which 
ill be banks are permitted to deduct all items in the process of collection on 
s in- jeach of the 4 base days, including those which have been received or 
ns of |paid out on days prior to that time. — 
; wil] | ‘The (aa) method, which is substantially used by all banks is a source 
of a great many administrative and technical problems for the Corpora- 
deral | tion as well as problems for the banks. Several of those problems re- 
y an | late particularly to determination of the exact time at which such items 
© are |are received at the banks and placed in the process of collection. 
and| As has been mentioned by the chairman of the committee, the 
eon. | determination of whether items were taken as deposits for the purpose 
posit of getting an advantage in assessment deductions is another problem. 
most | 0 order to have the essential data from which to prepare certified 
at: bes |statements, it is necessary for most banks to maintain special records 
}and, in many instances, to make special arrangements in advance for 
‘n its | the assembling of such data on each of the 4 base days in order to take 
ke to |, 2dvantage of the deductions to which they are entitled. As a result of 
have | the necessity of maintaining such records, many of the smaller banks 
have been precluded from taking the deductions to which they were 
that entitled. Furthermore, most of these records are not usually part of 
the general records from which banks prepare their reports of condition 
or call reports. 

Under this legislation, assessments would be based on items reported 
in the call reports. Banks would not need, therefore, to keep any 
special records for assessment purposes. But, on the contrary, every 
item to be used in the computation of assessments will appear in the 
offen: call reports which most banks are now required to furnish four times 
t, this | * Yea": ; 
en Their accounting records are generally set up in such a manner 
eo fal that this is a comparatively easy statement to prepare. It is proposed 
that in lieu of deductions permitted now that banks will be permitted 
standard deductions of 16% percent from their demand deposits and 
1 percent from their time deposits as shown on these call reports. 
From this, it may be readily seen since call reports are now required 
9 in addition to the compilation of data for certified statements, that 
o alll this will eliminate a great deal of paperwork and will be a great time 
f Mr Sever for most banks. 

“'| Furthermore, it will permit all banks, including the smaller ones, 
to take the deductions to which they are entitled. However, before 
applying these percentage deductions, banks would be permitted to 
subtract from the applicable classification of deposits, or the one 
least advantageous to them, certain items which are considered to be 
reductions of deposit liability and which generally are reflected in 
the report of deposit liability only because of individual accounting 
procedures. 

One of these items is the accumulated payments for application to 
shod personal loans which are regarded as deposit liabilities until a sufficient 
1. per amount has accumulated to offset the entire loan. This applies 
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primarily to a large number of comparatively small banks. The other 
subtraction from the respective classifications is the amount of items 
credited to depositors’ accounts, which, because of bookkeeping. proce- 
dures of the individual bank, have not yet been recorded as charges 


to the depositors’ accounts in the same bank against which they 


were drawn. 

During the course of our studies in 1957 of the effect of a percentage 
basis of deduction, computations of assessments were made for a 
stantially all insured banks for the calendar year 1956. Based on 
these studies, in applying 16% and 1 percent, we found a fairly large 
number of banks would have had a gross assessment increase and, 
for some of them, the increase would have been substantial. 

Net assessment income, on which the banks’ assessment credit is 
based, consists of the amount of assessments becoming due in the 
calendar year less the amount of the Corporation’s operating expenses 
and the insurance losses during that year. The banks do not share 
in any income from investments or from any other source. 

In light of the results referred to above that we have found increased 
assessments to a large number of banks and because of the resultant 
inequity to some banks, computations were made to find the effect 
on the insurance fund of credit participations in excess of 60 percent. 
As a result of these studies, it was concluded that a credit to the 
banks of 66% percent can be justified. 

It was also found that this formula would result in no material 
injury to any bank. In fact, we found only nine banks, less than 
one-tenth of 1 percent of all banks, that would have had an aggregate 
increase in net assessments over the 4-year period of 1956-59; these 
ranging from an annual average of a little over $100 to an annual 
average of less than $6,000. 

The present rate of assessment credit has resulted in an effective 
assessment rate of about one twenty-eighth of 1 percent. Under this 
proposal, it would have resulted in an effective rate of about one thirty- 
second of 1 percent. 

I would like to point out that when a credit rebate to the banks was 
first started in 1950, the income of the Corporation from investments 
and in which the banks did not share amounted to approximately 
$28 million for that year, but in the calendar year of 1959, such income 
amounted to about $57.8 million. 

Perhaps the most important feature of the act.pertaining to assess- 
ments is the one in respect to participation of banks in net assessment 


income which provides that if the operating costs and insurance losses | 


should exceed the amount of total assessments becoming due during 
a calendar year, the amount of any deficiency shall be restored by 
deduction from total assessments becoming due in subsequent years. 
From this, it may readily be seen that any deficiency affecting the 
insurance fund must be completely restored before the banks can 
receive any further assessment credit or rebate, thus requiring the full 
payment of the basic rate of one-twelfth of 1 percent which haa been 
in effect since 1935. 

Comparisons of actual gross assessments for the 8 years, 1951 
through 1958, with estimates of gross assessments for the 8 years 
would have been about $52 million less for an annual average decrease 
of $6,500,000. 

With deductions of 16% percent and 1 percent, and retaining the 
60-percent credit, a comparison of net assessments with actual net 
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other assessments for that period would have shown a decrease of an annual 
items average of $2,600,000, but with a 66% percent credit, as proposed, net 
roce- assessments would have decreased about $11 million. _ ; 
Arges The original capital of the Corporation was $289 million. This has 
they been retired by payment into the general receipts of the Treasury. 

| And in accordance with a formula fixed by the Congress, there has 
itage | also been paid into the Treasury interest of more than $80 million for 
ng the use of the capital. These payments have been made from assess- 
d on ments on insured banks and income from investments. In addition, 
large | thereto, the insurance fund of $2,090 million has been accumulated 
and. from the same source, as of December 31, 1959. 

Projections of the income, operating expenses, and losses of the 
lit ig Corporation through 1970 indicate that our objective of a ratio of 
1 the 1 percent of total deposit liabilities would be reached under the present 
enses law about 1965 or 1966. And under this proposal, there would be, 
share perhaps, a lag of 18 months or 2 years at the outside in attaining that 

1 percent. 

rased Mr. Chairman, our conclusions are that these proposals have not 
Itant | or will not jeopardize the fund in any manner. It will be of great 
sffect benefit, both to the Corporation and to the insured banks. It will 
cent, remove substantially all of the administrative problems in connection 
» the with the assessments. 

The big thing is the reduction of paperwork to the Corporation and 
terial | to the banks. There is a reduction of related operating expenses of 
than| the Corporation, and all insured banks will benefit to some extent. 
egate The CHarRMAN. You mentioned a saving to the FDIC. How 
ne much will that be? 


anual Mr. Lorerruter. That will be in excess of $500,000 in salaries and 
travel expense of our audit staff. 
etive The CHarrRMAN. That, in itself, would recommend acting on this 
r this bill. 
hirty- | Mr. Lorrrier. Thank you, sir. 
_ The CuHarrman. You may proceed. 
S was Mr. Lorrruer. I think, Mr. Chairman, that that would about con- 


nents clude it without going into considerable detail. Most of the other 
ately | amendments and proposals are simply necessary in order to provide 
come od the proper administration of the proposed formulas contained in 
this act. 

ssess- I shall be very happy if you have questions. 

ment | The CHAIRMAN. There is just one phase of this matter that our 
losses | record should show. I believe the New York Clearing House on the 
uring | House side offered some objection. Will you discuss what that objec- 


2d by, tion was and how it was met? 
years. Mr. Lorerruer. Yes, sir. 
g the One of their proposals was that we should retain the present methods 


s can| that we have, the (aa) and the (bb) methods, and should superimpose 
.e full} this new proposed standard deduction method on top of that. Our 
been | objection was that this would only add one more layer of unnecessary 
regulations and administrative problems to what we already have. 

1951 | e would still have the problem of administering what is under the 

years | present act plus anything that would be added under the new act. 


Tease That, too, Mr. Chairman, means that they would continue to retain 
the advantages they have under this (aa) method. 

§ the 

1 net 58054 O—60-——2 
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The CHArRMAN. The amendments give advantages to the banks and 
give advantages to the FDIC. The Chair understands that after 
offering this objection the New York Clearing House did not press 
it after you made the explanation that you gave us. 

Mr. Loerruer. That is correct, sir. And I believe that they have 
said that they did not care to pursue the matter before this committee. 

The CHarrMAN. That is correct. They did not make any request 
of the Chair. 

Mr. LorerrLer. There were no further protests from them after 
the hearings that I know of. 

The CHAIRMAN. The chairman wanted the record to show that 
their objection had been voiced and it was considered and that in the 
light of the explanation given on the House side, the New York Clear- 
ing House did not wish to appear before this committee to press this 
objection. 

Mr. Loerruer. I would like to say, too, Mr. Chairman, if I may, 
that these proposals, counterproposals, that were made by several 
of the banks and that were contained in the objection of the New 
York Clearing House had been discussed in advance when they first 
came up with various banking organizations and still after considera- 
tion of those akan, the American Bankers Association, 
the Independent Bankers Association, the Mutual Savings Banks 
Association, said ‘“‘We are satisfied with the FDIC proposals.” 

The CHarrMAN. Does that conclude your testimony? 

Mr. Loerruer. Yes, sir. Thank you. 

The CHarrMAN. We thank vou, Mr. Chairman, and your associ- 
ates for being with us this morning and explaining this bill. 

Are there any further questions from other members of the com- 
mittee? 

Senator Frear. I would just like to say, Mr. Chairman, it is mighty 
nice to see this array of old friends before us today. You can always 
rely on them, especially the Chairman there, who has had a lot of 
experience on the House side. He is of the wrong political party, but 
he is a good fellow. 

The CHarrRMAN. We can all endorse those sentiments. 

Mr. Wo corr. Senator, you know there are no politics in the 
FDIC. 

Senator Frear. That is why I thought I was free to say that. I 
know Mr. Erle Cocke’s politics, too. 

The CHarrMan. The Chair announces that the Republicans were 
detained on account of a policy meeting, and other members had com- 
mittee -.eetings. He feels that he should say that, knowing how 
many of them would either be late or could not get here at all. On 


Tuesday, June 28, he sent advance copies of all the testimony to every | 


Member so that if they felt there was anything in this bill that needed 
their attention, they could come here and tell us about it. The fact 


that they didn’t come, like the Independent Bankers Association, in- | 


dicates they were satisfied with the bill as presented to us. 
The Chair wants to thank Chairman Wolcott and the members of 
his staff, and his comember of the board, Mr. Cocke, for being here. 
We will move forward with the expectation of completing action on 
this bill before adjournment of the Senate, without amendment. 
Thank you very much. The committee will stand in recess, sub- 
ject to the call of the Chair. 
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Mr. Wotcott. We appreciate your courtesy, Mr. Chairman, very 
much. 

(Whereupon, at 10:46 a.m., the committee recessed, subject to the 
call of the chairman.) 

(The following were ordered inserted in the record :) 


[H.R. 12465, 86th Cong., 2d sess.] 


An Act To provide for a simpler method of determining assessments under the Federal Deposit Insurance 
Act, and for other purposes 


Be it enacied by the Senate and House of Representatives of the United States of 
America in Congress assembled, That subsection (3) of section 3 of the Federal 
Deposit Insurance Act, as amended (12 U.S.C. 1813(1)), is amended to read as 
follows: 

“(1) The term ‘deposit’ means— 

‘““(1) the unpaid balance of money or its equivalent received or held by 
a bank in the usual course of business and for which it has given or is obli- 
gated to give credit, either conditionally or unconditionally, to a commercial, 
checking, savings, time, or thrift account, or which is evidenced by its cer- 
tificate of deposit, or a check or draft drawn against a deposit account and 
certified by the bank, or a letter of credit or a traveler’s check on which the 
bank is primarily liable: Provided, That, without limiting the generality of 
the term ‘money or its equivalent’, any such account or instrument must be 
regarded ‘as evidencing the receipt of the equivalent of money when credited 
or issued in exchange for checks or drafts or for a promissory note upon which 
the person obtaining any such credit or instrument is primarily or secondarily 
liable, or for a charge against a deposit account, or in settlement of checks, 
drafts, or other instruments forwarded to such bank for collection, 

‘“(2) trust funds as defined in this Act received or held by such bank, 
whether held in the trust department or held or deposited in any other 
department of such bank, 

‘““(3) money received or held by a bank, or the credit given for money or 
or its equivalent received or held by a bank, in the usual course of business 
for a special or specific purpose, regardless of the legal relationship thereby 
established, including without being limited to, escrow funds, funds held as 
security for an obligation due to the bank or others (including funds held as 
dealers reserves) or for securities loaned by the bank, funds deposited by a 
debtor to meet maturing obligations, funds deposited as advance payment 
on subscriptions to United States Government securities, funds held for 
distribution or purchase of securities, funds held to meet its acceptances or 
letters of credit, and withheld taxes: Provided, That there shall not be included 
funds which are received by the bank for immediate application to the 
reduction of an indebtedness to the receiving bank, or under condition that 
the receipt thereof immediately reduces or extinguishes such an indebtedness, 

(4) outstanding draft (including advice or authorization to charge bank’s 
balance in another bank), cashier’s check, money order, or other cfficer’s 
check issued in the usual course of business for any purpose, including without 
being limited to those issued in payment for services, dividends, or pur- 
chases, and 

““(5) such other obligations of a bank as the Board of Directors, after 
consultation with the Comptroller of the Currency and the Board of Gover- 
nors of the Federal Reserve System, shall find and prescribe by regulation 
to be deposit liabilities by general usage: Provided further, That any obligation 
of a bank which is payable only at an office of the bank located outside of 
the States of the United States, the District of Columbia, Puerto Rico, Guami, 
and the Virgin Islands, shall not be a deposit for any of the purposes of this 
Act or be included as part of total deposits or of an insured deposit.” 

Sec. 2. Subsections (a), (b), and (c) of section 7 of the Federal Deposit Insur- 
ance Act (12 U.S.C. 1817 (a), (b), and (c)) are amended to read as follows: 

‘““(a)(1) Each insured State nonmember bank (except a District bank) shall 
make to the Corporation reports of condition which shall be in such form and 
shall contain such information as the Board of Directors may require. Such 
reports shall be made to the Corporation on the dates selected as provided in 
paragraph (3) of this subsection and the deposit liabilities shall be reported 
therein in accordance with and pursuant to paragraphs (4) and (5) of this sub- 
section. The Board of Directors may call for additional reports of condition on 
dates to be fixed by it and may call for such other reports as the Board may 
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from time to time require. The Board of Directors may require reports of con- 
dition to be published in such manner, not inconsistent with any applicable law, 
as it may direct. Every such bank which fails to make or publish any such report 
within ten days shall be subject to a penalty of not more than $100 for each day 
of such failure recoverable by the Corporation for its use. : 

‘““(2) The Corporation shall have access to reports of examination made by, 
and reports of condition made to, the Comptroller of the Currency or any Federal 
Reserve bank and to all revisions of reports of condition made to either of them, 
and they shall promptly advise the Corporation of any revisions or changes in 
respect to deposit liabilities made or required to be made in any report of condi- 
tion. The Corporation may accept any report made by or to any commission, 
board, or authority having supervision of a State nonmember bank (except a 
District bank), and may furnish to the Comptroller of the Currency, to any Fed- 
eral Reserve bank, and to any such commission, board, or authority, reports of 
examinations made on behalf of, and reports of condition made to, the Corporation. 

‘““(3) Each insured State nonmember bank (except a District bank) shall make 
to the Corporation, each insured national bank and each insured District bank 
shall make to the Comptroller of the Currency, and each insured State member 
bank shall make to the Federal Reserve bank of which it is a member, four reports 
of condition annually upon dates which shall be selected by the Chairman of the 
Board of Directors, the Comptroller of the Currency, and the Chairman of the 
Board of Governors of the Federal Reserve System, or a majority thereof. The 
dates selected shall be the same for all insured banks, except that when any of 
said reporting dates is a nonbusiness day for any bank, the preceding business 
day shall be its reporting date. Two dates shall be selected within the semiannual 
period of January to June inclusive, and the reports on such dates shall be the 
basis for the certified statement to be filed in July pursuant to subsection (c) of 
this section, and two dates shall be selected within the semiannual period of July 
to December inclusive, and the reports-on such dates shall be the basis for the 
certified statement to be filed in January pursuant to subsection (c) of this section. 
The deposit liabilities shall be reported in said reports of condition in accordance 
with and pursuant to paragraphs (4) and (5) of this subsection, and such other 
information shall be reported therein as may be required by the respective agencies. 
Each said report of condition shall contain a declaration by the president, a vice 
president, the cashier or the treasurer, or by any other officer designated by the 
board of directors or trustees of the reporting bank to make such declaration, that 
the report is true and correct to the best of his knowledge and belief. The correct- 
ness of said report of condition shall be attested by the signatures of at least three 
of the directors or trustees of the reporting bank other than the officer making 
such declaration, or by at least two if there are not more than three directors or 
trustees, with the declaration that the report has been examined by them and to 
the best of their knowledge and belief is true and correct. At the time of making 
said reports of condition each insured national, District and State member bank 
shall furnish to the Corporation a copy thereof containing such signed declaration 
and attestations. Nothing herein shall preclude any of the foregoing agencies 
from requiring the banks under its jurisdiction to make additional reports of 
condition at any time. 

‘“‘(4) In the reports of condition required to be made by paragraph (3) of this 
subsection, each insured bank shall report the total amount of the liability of the 
bank for deposits in the main office and in any branch located in any State of the 
United States, the District of Columbia, any Territory of the United States, 
Puerto Rico, Guam, or the Virgin Islands, according to the definition of the term 
‘deposit’ in and pursuant to subsection (1) of section 3 of this Act, without any 
deduction for indebtedness of depositors or creditors or any deduction for cash 
items in the process of collection drawn on others than the reporting bank: Pro- 
vided, That the bank in reporting such deposits may (i) subtract from the deposit 
balance due to any bank the deposit balance due from the same bank (other than 
trust funds deposited by either bank) and any cash items in the process of collec- 
tion due from or due to such banks shall be included in determining such net 
balance, except that balances of time deposits of any bank and any balances 
standing to the credit of private banks, of banks in foreign countries, of foreign 
branches of other American banks, and of American branches of foreign banks 
shall be reported gross without any such subtraction, and (ii) exclude any deposits 
received in any office of the bank for deposit in any other office of the bank: And 
provided further, That outstanding drafts (including advices and authorizations to 
charge bank’s balance in another bank) drawn in the regular course of business 
by the reporting bank on banks need not be reported as deposit liabilities. The 
amount of trust funds held in the bank’s own trust department, which the report- 
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ing bank keeps segregated and apart from its general assets and does not use in 
the conduct of its business, shall not be included in the total deposits in such 
reports, but shall be separately stated in such reports. 

(5) The deposits to be reported on such reports of condition shall be segre- 
gated between (i) time and savings deposits and (ii) demand deposits. For this 
purpose and for the computation of assessments provided in subsection (b) of this 
section, the time and savings deposits shall consist of time certificates of deposit, 
time deposits-open account, deposits accumulated for the payment of personal 
loans, and savings deposits; and demand deposits shall consist of all deposits 
other than time and savings deposits. 

“(6) The Board of Directors, after consultation with the Comptroller of, the 
Currency and the Board of Governors of the Federal Reserve System, may by 
regulation define the terms ‘cash items’ and ‘process of collection’, and shall 
classify deposits as ‘time’, ‘savings’, and ‘demand’ deposits, for the purposes of 
this section. 

“(b)(1) The annual assessment rate shall be one-twelfth of 1 per centum. 
Except as provided in subsection (c)(2) of this section, the semiannual assess- 
ment due from any insured bank for any semiannual period shall be equal to 
one-half the annual assessment rate multiplied by such bank’s average assess- 
ment base for the immediately preceding semiannual period. 

(2) For the purposes of this section the term ‘semiannual period’ means a 
period beginning on January 1 of any calendar year and ending on June 30 of 
the same year, or a period beginning on July 1 of any calendar year and ending 
on December 31 of the same year. 

“(3) A bank’s average assessment base for any semiannual period shall be the 
average of such bank’s assessment bases for the two dates, falling within such 
semiannual period, for which the bank is required to submit reports of condition 
pursuant to paragraph (3) of subsection (a) of this section (referred to hereafter 
in this section as ‘reports of condition’). 

(4) A bank’s assessment base for any date shall be equal to the bank’s liability 
for deposits (including the deposits of any other bank for which it has assumed 
liability) as reported in its report of condition for such date, plus the assessment 
base additions set forth in paragraph (5), and less the assessment base deductions 
set forth in paragraph (6). 

“(5) The assessment base additions shall be the amounts of— 

“(A) uninvested trust funds required to be separately stated in the bank’s 
report of condition; and 

“(B) any deposits received in any office of the bank for deposit in any 
other office of the bank located in the United States, the District of Columbia, 
Puerto Rico, Guam, or the Virgin Islands, except those which have been 
included in deposits in the report of condition or which have been offset in 
the report of condition by an equal amount of cash items in its possession 
drawn on itself (on the same type of deposit as those offset) and not charged 
against deposit liabilities at the close of business on the date as of which the 
report of condition is made, either in their actual amount as shown on the 
books of the bank, or, if not so shown, in an amount determined by means of 
an experience factor pursuant to regulations prescribed by the Board of 
Directors. 

(6) The assessment base deductions shall be the amounts of — 

‘“‘(A) cash items in the bank’s possession, drawn on itself, which have not 
been charged against deposit liabilities at the close of business on the date 
as of which the report of condition is made, either in their actual amount as 
shown on the books of the bank, or, if not so shown, in an amount deter- 
mined by means of an experience factor pursuant to regulations prescribed 
by the Board of Directors; 

‘“(B) deposits included in reported deposit liabilities which are accumu- 
lated for the payment of personal loans and are assigned or pledged to assure 
repayment of the loans at maturity; 

“(C) 1 per centum of the bank’s adjusted time and savings deposits (as 
defined in paragraph (7)); and 

“(D) 16% per centum of the bank’s adjusted demand deposits (as defined 

_ _in paragraph (8)). 

Each insured bank, as a condition to the right to make any such deduction in 
determining its assessment base, shall maintain such records as will readily permit 
verification of the correctness of its assessment base. No insured bank shall be 
required to retain such records*for such purpose for a period in excess of five years 
from the date of the filing of any certified statement, except that when there is a 
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dispute between the insured bank and the Corporation over the amount of any 
assessment the bank shall retain such records until final determination of the issue. 

(7) The term ‘the bank’s adjusted time and savings deposits’ means the 
amount of the bank’s time and savings deposits as reported in its report. of con- 
dition, as adjusted 

‘“(A) either by adding the amount of all deposits of the type described in 
subparagraph (5)(B) or, if the bank elects to ascertain the respective amounts 
of such deposits creditable to time and savings deposits and to demand 
deposits, by adding the amount creditable to time and savings deposits; 

“(B) by subtracting, if the bank elects to ascertain the respective amounts 
of its items of the type described in subparagraph (6)(A) chargeable against 
time and savings deposits and against demand deposits, the amount chargea- 
ble against time and savings deposits; and 

“(C) by subtracting the amount of all deposits of the type described in 
subparagraph (6) (B). 

“(8) The term ‘the bank’s adjusted demand deposits’ means the amount of the 
bank’s demand deposits as reported in its report of condition, as adjusted— 

“(A) by adding the amount of all deposits of the type described in sub- 
paragraph (5)(A); 

“(B) by adding, if the bank elects to ascertain the respective amounts of 
its deposits of the type described in subparagraph (5)(B) creditable to time 
and savings deposits and to demand deposits, the amount creditable to 
demand deposits; and 

“(C) either by subtracting the amount of all items of the type described 
in subparagraph (6)(A), or, if the bank elects to ascertain, the respective 
amounts of such items chargeable against time and savings deposits and 
against demand deposits, by subtracting the amount chargeable against 
demand deposits. 

‘“‘(e)(1) On or before the last day of the first month following each semiannual 
period, each insured bank which became insured prior to the beginning of such 
period shall file with the Corporation a certified statement showing its average 
assessment base for such period, and the amount of the semiannual assessment due 
to the Corporation for the semiannual period which begins with such month. 
Each such bank shall pay to the Corporation the amount of the semiannual 
assessment it is required to certify. 

““(2) A bank shall not be required to pay any assessment for the semiannual 
period in which it becomes an insured bank. On or before the last day of the first 
month following the semiannual period during which any bank becomes an insured 
bank, such bank shall— 

““(A) file with the Corporation a certified statement showing, as its assess- 
ment base for such period, its assessment base for the last date, if any, within 
such period for which it was required to submit a report of condition, or 

“(B) if such bank became an insured bank after the last date in such 
period for which a report of condition was required, such bank shall make a 
special report of condition as of the last day of such semiannual period, 
and shall file with the Corporation a certified statement showing, as its 
assessment base for such period, its assessment base for the date of such 
special report. 

The semiannual assessment due from such bank for the semiannual period which 
begins with such month shall be equal to one-half the annual assessment rate 
multiplied by the assessment base computed pursuant to subparagraph (A) or 
(B) of this paragraph, and the amount of such assessment shall be shown on 
such certified statement. Each such bank shall pay to the Corporation the 
amount of the semiannual assessment it is required to certify. 

(3) The certified statements required to be filed with the Corporation under 
paragraphs (1) and (2) of this subsection shall be in such form and set forth such 
supporting information as the Board of Directors shall prescribe and shall be 
certified by the president of the bank or any other officer designated by its board 
of directors or trustees that to the best of his knowledge and belief the statement 
is true, correct and complete and in accordance with the Federal Deposit In- 
surance Act and regulations issued thereunder. The assessment payments re- 
quired from insured banks under paragraphs (1) and (2) of this subsection shall 
be made in such manner and at such time or times as the Board of Directors 
shall prescribe, provided the time or times so prescribed shall not be later than 
sixty days after filing the certified statement setting forth the amount of assess- 
ment. 
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(4) Except as otherwise provided in this section, the Board of Directors shall 
prescribe all needful rules and regulations for the enforcement of this section. 
The Board of Directors may limit the retroactive effect, if any, of any of its rules 
or regulations.”’ 

Sec. 3. Section 7 of the Federal Deposit Insurance Act (12 U.S.C. 1817) is 
amended by substituting for the date ‘‘December 31, 1950” in subsection (d) 
the date ‘“‘December 31, 1961’’; by substituting for the numerical figure ‘‘40” in 
subsection (d) the numerical figure 3314”; by substituting for the words “‘fail to 
file’ in subsection (f) the words “fails to make any report of condition under sub- 
section (a) of this section or to file’; by substituting for the words ‘“‘file such 
statement”’ in subsection (f) the words ‘‘make such report or file such statement”’; 
by substituting for the word “‘filed’’ in the first sentence of subsection (g) the words 
“made any such report of condition under subsection (a) of this section or filed”’; 
by substituting for the words “‘to file’ in the first sentence of subsection (g) 
the words ‘‘to make any such report or file’; by substituting for the words ‘“‘to 
file’ in the first sentence of subsection (h) the words “to make any report of 
condition under subsection (a) of this section or to file’; and by substituting 
for the words “in its trust or deposited in any other department or in another 
bank”’ in the first sentence of subsection (i) the words ‘‘in its trust department or 
held or deposited in any other department of the fiduciary bank” and by striking 
the words after the colon in the second sentence and substituting a period for 
said colon. 

Sec. 4. Section 10 of the Federal Deposit Insurance Act (12 U.S.C. 1820) is 
amended by striking out subsections (e) and (f) thereof and relettering subsection 
(g) as subsection (e). 

Src. 5. (a) Section 5211 of the Revised Statutes of the United States (12 U.S.C. 
161) is amended by striking out the first paragraph thereof and inserting in lieu 
of such paragraph the following: 

“(a) Every association shall make reports of condition to the Comptroller of 
the Currency in accordance with the Federal Deposit Insurance Act. The 
Comptroller of the Currency may call for additional reports of condition, in such 
form and containing such information as he may prescribe, on dates to be fixed 
by him, and may call for special reports from any particular association whenever 
in his judgment the same are necessary for his use in the performance of his 
supervisory duties. Each report of condition shall contain a declaration by the 
president, a vice president, the cashier, or by any other officer designated by the 
board of directors of the bank to make such declaration, that the report is true 
and correct to the best of his knowledge and belief. The correctness of the report 
of condition shall be attested by the signatures of at least three of the directors 
of the bank other than the officer making such declaration, with the declaration 
that the report has been examined by them and to the best of their knowledge and 
belief is true and correct. Each report shall exhibit in detail and under appro- 
priate heads the resources and liabilities of the association at the close of business 
on any past day specified by the Comptroller, and shall be transmitted to the 
Comptroller within ten days after the receipt of a request therefor from him; and 
the statement of resources and liabilities in the same form in which it is made to 
the Comptroller shall be published in a newspaper published in the place where 
such association is established, or if there is no newspaper in the place, then in 
the one published nearest thereto in the same county, at the expense of the asso- 
ciation, and such proof of publication shall be furnished as may be required by 
the Comptroller. Special reports called for by the Comptroller need contain only 
such information as is specified by the Comptroller in his request therefor, and 
publication of such reports need be made only if directed by the Comptroller. 

““(b) Every association shall make to the Comptroller reports of the payment 
of dividends, including advance reports of dividends proposed to be declared or 
paid in such cases and under such conditions as the Comptroller deems necessary 
to carry out the purposes of the laws relating to national banking associations in 
such form and at such times as he may require.”’ 

(b) The paragraph which, prior to the amendments made by this Act, was the 
second paragraph of such section, is amended (1) by inserting “‘(c)’’ at the begin- 
ning thereof, and (2) by striking out “‘three’’ in the first sentence and inserting 
“four’’ in lieu thereof. 

Sec. 6. The Act of February 26, 1881, entitled ‘‘An Act defining the verification 
of returns of national banks’’ (12 U.S.C. 162) is repealed. 

Sec. 7. The amendments made by this Act shall take effect on January 1, 1961, 
except that the certified statements covering the semiannual period ending 
December 31, 1960, and the determination and payment of assessments (for the 
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semiannual period ending June 30, 1961) required to be certified in such state- 
ments, shall be made as if such amendments were not in effect. 
Passed the House of Representatives June 28, 1960. 
Attest: 
RALPH R. RosBerts, Clerk. 


SECTION-BY-SECTION SUMMARY ON H.R. 12465 From House BANKING AND 
CuRRENCY CoMMITTEE Report No. 1827, 86TH CONGRESS, 2D SESSION 


The first section of the bill would amend the definition of ‘“‘deposit’’ in section 
3(1) of the Federal Deposit Insurance Act. The amended definition would 
include the present statutory definition of deposits, and the definition of deposits 
in the rules and regulations of the Federal Deposit Insurance Corporation, with 
the following changes: 

1. Trust funds deposited by a fiduciary insured bank in an insured or non- 
insured bank will be excluded from the deposits of the fiduciary bank. 

2. Outstanding checks and drafts issued by a bank for its own purposes will 
be included in its deposit liabilities. 

3. The Board of Directors of FDIC will be required to consult with the Comp- 
troller of the Currency and the Board of Governors of the Federal Reserve System 
in prescribing other obligations as deposits by general usage. 

4. The right of any mainland bank to exclude from deposit insurance the 
deposits of any of its branches in the Virgin Islands is terminated. 

Section 2 would consolidate in section 7 of the Federal Deposit Insurance Act 
the existing provisions of the act relating to reports of condition by insured 
nonmember banks, to FDIC’s access to information from other bank supervisory 
agencies, and to the computation and the payment of assessments, with the 
following changes: 

1. Each insured bank will be required to submit to its Federal supervisory 
agency, as a basis for assessments, two reports of condition in each semiannual 
period on dates selected by the heads of the three Federal banking agencies, or 
the majority thereof, which will be in lieu of two fixed dates in each semiannual 
period now specified in existing law for computations of assessments. Each 
national, District of Columbia, and State member bank will be required to 
furnish an executed copy of each report to FDIC. Five years is established as 
the length of time banks are normally required to retain records to verify assess- 
ments, unless the assessment is in dispute. 

2. The Comptroller of the Currency and Federal Reserve banks will be required 
to advise FDIC of changes in respect to deposit liabilities made in any reports of 
condition. 

3. Authority is given FDIC, after consultation with the other two Federal 
banking agencies, to define the terms ‘‘cash item” and “process of collection,” 
and to classify deposits as “‘time,’’ “‘savings,’’ and “‘demand’”’ for the purposes of 
reports of condition as well as assessment. 

4. In an addendum to the reports of condition, banks will be required to show 
as information for assessment purposes: (1) The amount of uninvested trust funds 
held in the bank’s own trust department, and (2) the amount of deposits received 
in one of the bank’s offices for deposit in another of its offices, which are not other- 
wise reflected in the reports of condition. 

5. The present annual assessment rate (one-twelfth of 1 percent) and the basic 
formula (semiannual assessment equals one-half the annual assessment rate times 
the semiannual assessment base) remain unchanged. However, the changes in 
the definition of ‘‘deposit,”’ taken in conjunction with the changes in the adjust- 
ments allowed or required in computing the assessment base from deposit liabili- 
ties and other data, result in the following changes in the assessment base: 

(a) Checks issued by the bank on itself are to be included regardless of the 
purpose for which 4ssued rather than, as under existing law, only when issued for 
money or its equivalent. 

(6) Funds held by the bank as security for a liability to it are to be included 
except those accumulated for the repayment of a personal loan; under existing 
law such funds are excluded up to the amount of the liability. 

(c) Trust funds deposited by the fiduciary bank in any other bank are to be 
oo under existing law they are excluded only when the other bank is 
insured. 

(d) The deductions allowed under existing law for cash items in process of 
collection are eliminated. 
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(e) Deductions will be allowed in the amount of 16% percent of demand de- 
posits and 1 percent of time deposits, and provision is made for the classification 
into these categories of certain items which have not been so classified in the report 
of condition. Such classification, if not based on a determination of the amounts 
and types of such items, must be made on the basis that results in the largest 
assessment. 

6. The provisions of existing law relating to the assessment of newly insured 
banks are amended to conform to the varying assessment base days provided for 
by this amendment. Banks which become insured after the last report of condi- 
tion day in a semiannual period will be required to make a special report for 
assessment purposes as of the last date in such period. 

7. The deadline for submission of certified statements of assessments will be 
changed from the 15th of January and July to the 31st of such months. 

Section 3 of the bill would further amend section 7 of the Federal Deposit 
Insurance Act as follows: 

1. The percentage of net assessment income retained by FDIC will be changed 
from 40 percent to 33% percent, thereby increasing the assessment credit of the 
banks from 60 percent to 6634 percent, with the effective date for this change 
fixed as December 31, 1961. 

2. The same enforcement authority and penalties as now apply for failure to 
file certified statements will apply to reports of condition. 

3. Consistent with the change made by the first section, trust funds deposited 
by a fiduciary insured bank in another bank will not be covered by the fiduciary 
bank’s insurance. 

Section 4 of the bill would delete subsections (e) and (f) of section 10 of the 
Federal Deposit Insurance Act relating to reports of condition by insured non- 
member State banks and to access by FDIC to information of other bank super- 
visory authorities, the substance of which will be transferred by section 2 of the 
bill to section 7(a) (1) and (2) of that act. 

Section 5 of the bill would amend section 5211 of the Revised Statutes to make 
it clear that the reports of condition now required to be made by national banks 
under that section will be submitted pursuant to and in conformity with section 7 
of the Federal Deposit Insurance Act, while the dividend-reporting requirements, 
and the authority of the Comptroller of the Currency to call for additional reports 
of condition, and for special reports as to any matters within his jurisdiction, 
will be retained. 

Section 6 of the bill would repeal the provision of law prescribing the manner of 
verification of reports of condition of national banks, inasmuch as a different 
verification will be required under section 7 of the Federal Deposit Insurance 
Act as amended by the bill. 

Section 7 of the bill would provide that the amendments will take effect on 
January 1, 1961, except that the certified statements covering the semiannual 
period ending December 31, 1960, and the determination and payment of assess- 
ments (for the semiannual period ending June 30, 1961) required to be certified 
in such statements, will be made as if such amendments were not in effect. 


TREASURY DEPARTMENT, 
March 28, 1960. 
Hon. A. Witutis RoBERTSON, 
Chairman, Committee on Ranking and Currency, 
U.S. Senate, Washington, D.C. 


My Dear Mr. CHAIRMAN: Reference is made to your letter of August 28, 1959, 
in which you request a report on S. 2609, a bill to amend the Federal Deposit 
Insurance Act to revise the assessment base, and for other purposes. 

The primary purpose of the bill is to simplify the method for the computation 
of assessments which must be paid by insured banks to the Federal Deposit 
Insurance Corporation. This is a desirable proposal and one which, in the 
opinion of this Department, is needed. The proposed legislation would also make 
other desirable changes in the Federal Deposit Insurance Act. Most of these 
latter changes were included in the proposed Financial Institutions Act, S. 1451 
of the 85th Congress, which was passed by the Senate. Accordingly, the Treasury 
Department is in accord with the general objectives of the proposed bill. 

Should this legislation be enacted there should at the same time be enacted 
ceriain changes in the Federal statutes applying to national banks. There is 
attached hereto a memorandum indicating the changes which we believe would 
be necessary or desirable. 
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The Department has been advised by the Bureau of the Budget that there is 
no objection to the submission of this report to your committee. 
Very truly yours, 
LAURENCE B. RosBIns, 
Acting Secretary of the Treasury. 


MEMORANDUM RE CHANGES IN FEDERAL STATUTES APPLYING TO NATIONAL 
Banks Wuicu SHOULD BE INCLUDED IN 8S. 2609 


Section 1(b) of S. 2609 would amend subsection (a) of section 7 of the Federal 
Deposit Insurance Act to require that each insured national bank and each 
insured district bank shall make to the Comptroller of the Currency four reports 
of condition annually, and to specify certain requirements with respect to these 
reports. Section 5211 of the Revised Statutes (12 U.S.C. 161) now requires that 
each national bank shall make to the Comptroller at least three reports during each 
year, and in other particulars this section is inconsistent with the proposal con- 
tained in 8S. 2609. Accordingly, if S. 2609 is enacted it will be necessary to 
amend Revised Statutes section 5211. There should be included in 8. 2609 a new 
section 16 to read as follows: 

“Sec. 16. (a) The first paragraph of section 5211 of the Revised Statutes, as 
amended (12 U.S.C. 161), is amended by deleting the whole thereof, and by 
substituting the following two paragraphs: 

‘‘ ‘Each association shall make to the Comptroller of the Currency not less than 
four reports during each year as prescribed in section 7 of the Federal Deposit 
Insurance Act, as amended (12 U.S.C. 1817). Each report shall be in such form 
and shall contain such information as the Comptroller of the Currency may 
require. Such report shall be made on the dates selected as provided in section 7 
of the Federal Deposit Insurance Act, and the deposit liabilities shall be reported 
therein in accordance with and pursuant te that section. The Comptroller of the 
Currency may call for additional reports of condition on dates to be fixed by him, 
and may call for special reports from any particular association whenever in his 
judgment the same are necessary for his use in the performance of his supervisory 
duties. Each report of condition shall contain a declaration by the president, 
a vice president, the cashier, or by any other officer designated by the board of 
directors of the bank to make such declaration, that the report is true and correct 
to the best of his knowledge and belief and that the declaration is made under the 
penalty of perjury. The correctness of the report of condition shall be attested 
by the signatures of at least three of the directors of the bank other than the 
officer making such declaration. Each report shall exhibit in detail and under 
appropriate heads the resources and liabilities of the association at the close of 
business on any past day specified by the Comptroller, and shall be transmitted 
to the Comptroller within ten days after the receipt of a request therefor from him; 
and the statement of resources and liabilities in the same form in which it is made 
to the Comptroller shall be published in a newspaper published in the place where 
such association is established, or if there is no newspaper in the place, then in the 
one published nearest thereto in the same county, at the expense of the associa- 
tion, and such proof of publication shall be furnished as may be required by the 
Comptroller: Provided, That special reports called for by the Comptroller need 
contain only such information as is specified by the Comptroller in his request 
therefor, and publication of such reports need be made only if directed by the 
Comptroller. 

“Every association shall make to the Comptroller reports of the payment of 
dividends, including advance reports of dividends proposed to be declared or paid 
in such cases and under such conditions as the Comptroller deems necessary to 
carry out the purposes of the laws relating to national banking associations, in 
such form and at such times as he may require.’ 

““(b) The second paragraph of R.S. 5211, as amended (12 U.S.C. 161) is amended 
by deleting therefrom the word ‘three’ and substituting in lieu thereof the word 


>»? 


‘four’. 
Section 5 of S. 2609 would amend section 3 of the Federal Deposit Insurance 
Act to provide that the acceptance of deposits in furtherance of a school thrift 
or savings plan by an officer, employee, or agent of a bank at schools shall not be 
construed to be the operation of a branch. A similar change should be made in 
subsection (f) of section 5155 of the Revised Statutes (12 U.S.C. 36). Accord- 
ingly, there should he included in S. 2609 a new section 17 to read as follows: 
“Src. 17. Subsection (f) of section 5155 of the Revised Statutes, as amended 
(12 U.S.C. 36), is amended by deleting the period at the end thereof and by 
substituting a colon and the following: ‘Provided, That the acceptance of deposits 
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in furtherance of a school thift or savings plan by an officer, employee, or agent 
of a bank at schools shall not be construed to be the operation of a branch.” 

Similar amendments relating to school savings were included in the Financial 
Institutions Act. 


Boarp OF GOVERNORS, 
OF THE FEDERAL RESERVE System, 
Washington, January 21, 1960. 
Hon. A. Witiis ROBERTSON, 
Chairman, Committee on Banking and Currency, 
U.S. Senate, Washington, D.C. 


Dear Mr. CHarrMAn: This refers to your August 28, 1959, request for ‘the 
Board’s views on 8S. 2609. 

The bill would amend the Federal Deposit Insurance Act to provide a report 
of condition assessment base. It would also include in sections 2 to 15 provisions 
that are concerned principally with refinements and improvements in the laws 
governing the operation of the Federal Deposit Insurance Corporation and its 
administration of closed insured banks, both of which matters are peculiarly 
within the experience and competence of the Corporation. 

The portion of the bill that provides a report of condition assessment base 
would eliminate the present differences between the certified statements of de- 
posits for assessment purposes and the reports of condition. The reporting of 
deposits for various purposes in a uniform manner would be helpful to all insured 
banks as well as to the supervisory agencies. 

The Board recommends the enactment of 8. 2609. 

Sincerely yours, 
Wma. McC. Martin, Jr. 


CoMPTROLLER GENERAL OF THE UNITED STATES, 
Washington, September 25, 1959. 
Hon. A. Witutis RoBERTSON, 
Chairman, Committee on Banking and Currency, 
U.S. Senate. 


DEAR Mr. CuHartRMAN: Your letter of August 28, 1959, acknowledged August 31, 
requested our report on 8S. 2609, entitled ‘A bill to amend the Federal Deposit 
Insurance Act to revise the assessment base, and for other purposes.’’ 

Section 1 of the bill proposes to simplify both the method of reporting to the 
Federal Deposit Insurance Corporation the figures on which assessments are 
paid by insured banks, and the method of computing such assessments. Section 
1 redefines the term “deposit’’ and provides for the basing of assessments on the 
average amount of deposit liabilities reported on two reports of condition in each 
semiannual period, less standard percentage reductions. 

We have recommended in our audit reports on the Federal Deposit Insurance 
Corporation for several years that the computation of insurance assessments be 
simplified by providing a standard percentage reduction in lieu of the present 
itemization of deductions and exclusions. Section 1 of the bill appears to accom- 
plish that purpose. 

The Federal Deposit Insurance Corporation estimates that if the plan provided 
for in section 1 of 8. 2609, that is, the simplified method of computing assessments 
and the retention by the Corporation of 3343 percent of the net assessment income, 
had been in effect and used by all insured banks during the 8-year period from 
1951 through 1958, the net assessments paid by the banks and retained by the 
Corporation would have been equivalent to an annual decrease of about 17.7 
percent in the amount that was paid and retained under the existing law. 

Sections 2 through 13 propose to amend various sections of the Federal Deposit 
Insurance Act to repeal certain sections no longer needed, to clarify other sections, 
and to make other needed changes. Most of these amendments were included in 
S. 1451, 85th Congress, which was previously considered and passed by the Senate 
on March 21, 1957, but did not become law. We recommend enactment of these 
amendments. 

Section 14 requires the Corporation to pay into the civil service retirement and 
disability fund the Government’s share of the cost of the civil service retirement 
system applicable to officers and employees of the Corporation and their bene- 
ficiaries from the creation of the Corporation; expressly extends the benefits of the 
Federal Umployees’ Compensation Act and the unemployment compensation 
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provided by title XV of the Social Security Act to the officers and employees of 
the Corporation; requires the Corporation to pay into the employees’ compensa- 
tion fund the amount of benefit payments made therefrom on account of its 
officers and employees; and requires the Corporation to pay into the Treasury as 
miscellaneous receipts a fair portion of the cost of administration of the em- 
ployees’ compensation fund. Section 15 would change the Corporation’s fiscal 
year to the calendar year and provide for making our audit thereof on a calendar 
year basis. The payments required by these sections and the change in the 
fiseal year have been recommended in our audit reports on the Corporation for 
several years. Also, the specific extension of benefits contained therein appears 
desirable to avoid questions as to the applicability thereof to officers and em- 
ployees of the Corporation. We likewise recommend enactment of these pro- 
visions. 
Sincerely yours, 
JOSEPH CAMPBELL, 
Comptroller General of the United States. 


GENERAL ACCOUNTING OFFICE REportT ON AvpIT oF FEDERAL Deposit INSURANCE 
CORPORATION FOR FiscaL YEAR ENDED JUNE 30, 1956 


* . * * * . * 


DESIRABILITY OF PROVIDING A SIMPLIFIED BASE OR METHOD FOR COMPUTATION OF 
ASSESSMENTS 


The deductions and exclusions from the assessment base permissible under 
existing law cause considerable difficulty in administration. Many technical 
and complicated problems arise under the law and related regulations and inter- 
pretations; their solution is costly to the Corporation and the banks. The 
Corporation has made studies looking toward simplification of assessment compu- 
tations. 

Under one plan developed and studied by the Corporation to accomplish such 
an objective, the assessment would be based on the average amount of deposit 
liabilities reported on two reports of condition in each 6-month calendar period 
after deducting 15 percent from demand deposits and 1 percent from time and 
savings deposits; no other deductions or exclusions would be permissible. The 
Corporation estimates that, if this plan had been in effect and used by all insured 
banks during the 6-year period of 1951 through 1956, the banks would have paid 
and the Corporation retained $5,133,000 less net assessments, for an annual 
average decrease of $855,500, or 1.4 percent, compared with the present assess- 
ment base. Also, the Corporation’s study shows that annual assessments would 
have been reduced for about 88 percent of the banks while annual assessments 
would have been increased by less than $100 for about 7 percent of the banks, 
by $100 to $1,000 for 4 percent of the banks, and by more than $1,000 for less 
than 1 percent of the banks. 

If this plan or some similar method using standard percentage deductions were 
required to be used by all insured banks in computing assessments, the need for 
banks to maintain special records for assessment purposes, the need for field 
audits by the Corporation, and the administrative and technical problems arising 
under existing law would be eliminated entirely. 

If this plan or some similar method were made available for use by the banks, 
at their option, in lieu of their itemizing deductions and exclusions, it appears 
that over 90 percent of the banks would use the optional method. As a result, 
while the need for special records, the need for field audits, and the administrative 


and technical problems would not be eliminated entirely, they would be reduced 
substantially. 


Recommendation to the Congress 


Therefore, we recommend that section 7(a) of the Federal Deposit Insurance 
Act (12 U.S.C. 1817) be amended to provide a simplified base or method for the 
computation of assessment, either (1) by substituting for the itemization of 
deductions and exclusions provided in the existing law the plan described above 
or some similar method using standard percentage deductions or (2) by adding 
to the existing law a provision making the plan described above or some similar 


method available for use by the banks, at their option, in lieu of their itemizing 
deductions and exclusions. 
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NET ASSESSMENT INCOME CREDITS DUE INSURED BANKS 

Section 7(d) of the Federal Deposit Insurance Act (12 U.S.C. 1817) provides 
that, as of December 31, 1950, and as of December 31 of each year thereafter, the 
Corporation shall transfer 40 percent of its net assessment income to its capital 
account and the balance of the net assessment income shall be credited pro rata 
to the insured banks, based on their respective assessments for the year. The 
term “net assessment income’ means the total assessments that become due 
during the calendar year less operating costs and expenses and provision for 
insurance losses. 


Report ON AupiIT OF FEDERAL DgEpositT INSURANCE CORPORATION, FiscaAL YEAR 
1959 


* * * * * * * 
PRIOR FINDINGS AND RECOMMENDATIONS REPEATED 


Our audit of the Federal Deposit Insurance Corporation for fiscal year 1959 did 
not disclose any new matters requiring consideration by the Congress. We are, 
however, repeating the following three recommendations contained in reports on 
audits for prior fiscal years. 


Simplification of computation of assessments 


We recommend that section 7(a) of the Federal Deposit Insurance Act (12 
U.S.C. 1817) be amended to provide a simplified method for computing assess- 
ments. We are making this recommendation because of the administrative and 
technical complications involved in determining the deductions and exclusions 
from the assessment base permissible under existing law—a procedure which is 
costly both to the Corporation and to the banks. 

Senate bill 2609 introduced in the 86th Congress on August 27, 1959, to amend 
the Federal Deposit Insurance Act provides for the basing of an insured bank’s 
insurance assessment on the average amount of its deposit liabilities as reported 
on two reports of financial condition in each semiannual period less deductions of 
16% percent from demand deposits and 1 percent from time and savings deposits 
in lieu of the presently permitted deductions or exclusions. 

The Corporation estimates that, if the foregoing proposed plan had been in 
effect and used by all insured banks during the 8-year period from 1951 through 
1958, the net assessments paid by the banks and retained by the Corporation 
would have been $20,819,073 less—an annual decrease of $2,602,384, or 4.1 per- 
cent less than the amount paid under the existing law. The Corporation esti- 
mates also that 99.5 percent of the banks would have paid a lesser, net annual 
assessment while 0.5 percent of the banks would have paid a larger net annual 
assessment—the increase being in excess of $1,000 for only three banks. 

The enactment of the proposed legislative change would eliminate (1) the need 
for the banks to maintain special records for assessment purposes and the need for 
the Corporation to make field audits of the assessment computations and (2) the 
administrative and technical problems arising under the existing law. 


* * * * * *x * 
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FEDERAL DEPOSIT INSURANCE CORPORATION REPORT, 1957 


CONSIDERATIONS FOR APPRAISING THE FUNDS . 
NEEDED FOR Deposit INSURANCE 


Contingencies the Corporation should be prepared to meet. 
Any appraisal of the adequacy of the deposit insurance fund of the 
Federal Deposit Insurance Corporation must begin by defining the 
contingencies which the Corporation should be prepared to meet. Clearly, 
the fund must be adequate to handle individual bank failures which may 
result from circumstances peculiar to the bank or to its immediate 
locality. Beyond this, the fund must be sufficient to make the necessary 
disbursements because of bank failures resulting from a serious local or 
regional economic decline or generally depressed business conditions of 
lesser magnitude than the calamitous situation of the early 1930’s. 


Whether or not the deposit insurance fund should be continuously 
maintained at a level which would be needed during a deep and pro- 
longed depression suck as that of the early 1930’s is a question which 
is often raised. Although later in this study an appraisal is made of the 
present adequacy of the fund in the light of such a contingency, it would 
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be impracticable to attempt to make a judgment as to the present needed 
size of the deposit insurance fund on the basis of such a catastrophic 
emergency. If an economic situation similar to that of the early 1930’s 
should recur it is unlikely that the burden of sustaining the deposits in 
the Nation’s banking system would fall solely on the Corporation, so 
that the adequacy of the deposit insurance fund in such a situation would 
have to be considered in connection with actions taken by other monetary 
agencies. Such an analysis is beyond the scope of this study. 


Function of the deposit insurance fund. Another important pre- 
liminary to an appraisal of the adequacy of the deposit insurance fund is 
to define the function of the fund. Some discussions of the size of fund 
needed have begun with an assumption, expressed or implied, that the 
fund will be adequate if it is sufficient to absorb losses sustained by the 
Corporation in its insurance operations. This assumption is erroneous. 
The Federal Deposit Insurance Corporation was established to protect 
the depositors of failing participating banks, and to fulfill this duty the 
deposit insurance fund must be maintained at a level that will make 
possibie the accomplishment of that objective, whether or not there 
are ultimate losses. Because the function of the deposit insurance fund 
is so frequently misunderstood the following statement is proposed as 
properly defining the function of the fund and of the assured borrowing 
power. 


The function of the deposit insurance fund is to serve as a reserve out of which 
disbursements can be made to protect depositors of distressed insured banks. Such 
disbursements may be in the form of direct payments (up to the insurance maximum) 
to individual depositors in banks placed in receivership, or to distressed banks to 
facilitate the assumption of their deposit liabilities by sound insured banks, or as 
subordinated deposits in distressed insured banks. 


For each disbursement the Corporation acquires assets which it must hold for a 
time: claims against the receiver of the failed bank, or assets of the bank, or a sub- 
ordinated deposit. Losses that occur are absorbed by the fund but neither the absorp- 
tion of loss nor the holding of assets during the liquidation process is an independent 
or separate function; each is a part of the fund’s function of providing disbursements 
needed to protect depositors. 


The assured borrowing power now held by the Corporation is a resource to be used 
only in unusual circumstances. It is not the purpose of the borrowing power to provide 
the means of making disbursements except in the contingency that the deposit in- 
surance fund becomes inadequate for this purpose. 


Relation of insurance losses and disbursements to the size of 
the fund and the assessment rate. In view of the function of the 
deposit insurance fund, it is irrelevant to use statistics which purport 
to show that the present fund is adequate or too large because realized 
losses by the Corporation since 1933 have been very small. The fund, 
of course, may be as large as is necessary, but this cannot be demonstrated 
on the basis of the loss experience, because even if there had been no 
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loss, and even if future losses are expected to be very small, the fund 
still must be available to provide disbursements to protect depositors 
in distressed banks. However, the losses experienced by the Corporation, 
and those that might occur from other contingencies it should be prepared 
to meet, are pertinent to the assessment rate necessary to maintain the 
fund once it has attained an estimated requisite size. 


Tke question of the appropriate size of the deposit insurance fund is 
directly related to disbursements which may be necessary to protect 
depositors of distressed banks. In this connection it shouid be remembered 
that disbursements by the Corporation are accompanied by claims 
against a receivership or by assets acquired from the distressed banks, 
which claims or assets may have to be held for considerable periods of 
time. Thus the adequacy of the fund depends both upon its size in relation 
to any anticipated disbursement and upon the quality of assets acquired 
from previous transactions, i.e., upon the degree and speed with which 
such assets can be converted into cash to provide funds for further 
disbursements. Ability to convert other assets in the fund into cash is 
also pertinent, but it may be assumed that the portion of the fund in- 
vested in United States Government obligations can at any time be 
turned into cash. 


The Corporation has had little or no experience with some of the 
contingencies it should be prepared to meet. Consequently, in scrutinizing 
the record of the past for light on the actuarial basis of deposit insurance 
it is important to pay attention not simply to the Corporation’s ex- 
perience, but also to the Nation’s experience with bank failures prior 
to 1934. This is particularly necessary as an aid in judging the probable 
magnitude of insurance disbursements in such a contingency as a pro- 
longed depression in a particular industry or area. It is also well to look 
at the magnitude of disbursements that might have to be made in the 
event of another wave of bank failures accompanying a very deep de- 
pression, even though it is not assumed that the Corporation should be 
continuously endowed with sufficient resources to handle such a situation. 


Factors of improvement and deterioration in the exposure of 
banks to insolvency. In addition to using both the experience of the 
Corporation since 1934 and the experience of the Nation with bank 
failures prior to that time, attention must be given to elements of im- 
provement and of deterioration in the status of banks from the point 
of view of their exposure to insolvency. Proponents of the assertion that 
the present fund is large enough to justify a reduction in the assessment 


rate stress the elements of improvement in the banking system since | 


1934, particularly the present high quality of bank assets, better bank 
supervision, and elimination of the ‘‘overbanked” situation of the two 
decades prior to the 1933 depression. But there are also elements of 
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deterioration in the banking situation, particularly in the reduction in 
bank capital relative to assets. 


It should not be assumed that the improvement since 1933 in the 
banking system and in supervisory practices has overcome the deteriora- 
tion of the capital position of the banks to such an extent as to rule out 
the possibility of numerous bank failures accompanying a business 
recession. If that assumption is seriously taken, it should be accom- 
panied by more evidence than has been set forth. So long as banks remain 
institutions with liabilities for the most part redeemable on demand and 
assets for the most part not immediately convertible into cash there 
will be a danger of serious bank failures as a consequence of deteriorating 
economic conditions. We do not know of any analysis that has been made 
which shows how the nature of the economy or the fundamental nature 
of banking has so changed to rule out this possibility. 


Concentration of risk. Concentration of risk is recognized by in- 
surance experts as an important element in the size of the reserve fund 
that is needed in an insurance system. For example, one might have 
serious reservations about the actuarial soundness of a fire-insurance 
company that agreed to insure for its full value a building worth con- 
siderably more than all of the company’s reserves. 


One obvious aspect of concentration of risk to the Federal Deposit 
Insurance Corporation is that relating to size of bank. Previous ex- 
perience with bank-obligation insurance suggests that this kind of con- 
centration of risk is an element of importance. In several of the State 
systems operated prior to 1933 failure rates among the larger banks 
were higher than among smaller banks. Thus far the opposite has been 
true under Federal deposit insurance, as it also was in certain of the 
State systems prior to 1933, but there is no assurance that this will 
continue to be the case. 


There is another kind of concentration of risk to which attention 
should be given. There are some insured banks in each of which the 
capital of the bank appears to be uncomfortably low. The risk which 
this entails for bank solvency in each case is real and apparent; and 
though supervisory officials attempt to have such situations corrected 
the continued presence of banks with very low capital ratios year after 
year indicates that this is more than a temporary problem. 


AcTuARIAL Data RELEVANT TO THE FuNDsS NEEDED BY 
THE CORPORATION AS AN INSURER OF BANK DEPOsITS 


There is a certain degree of risk which attaches at all times to the 
insurance of bank deposits. In ordinary years the actual liability which 
results from this risk is fairly small and well within the assessment income 
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of the Corporation. But if deposit insurance is to serve its purpose, the 
deposit insurance fund of the Corporation must be sufficient to guard 
not only against this type of risk but also against the possibility that 
on some occasions disbursements may be required which will far exceed 
the assessment income for the given year. 


No one can translate this serious risk into a precise determination of 
the needed size of the deposit insurance fund, but an analysis of the 
available data throws considerable light on this crucial question. This 
analysis is presented under the following subjects: (1) the relative size 
of the deposit insurance fund; (2) the Corporation’s disbursement and 
loss experience; (3) other data relevant to the significance of the Corpo- 
ration’s experience; (4) the distribution of the Corporation’s potential 
insurance liability; (5) the probable needed insurance fund in the event 
of a wave of bank failures accompanying a deep depression; and (6) the 
probable needed fund in the event of misfortune other than a deep 
depression. 


Relative size of the deposit insurance fund. That the size of the 
deposit insurance fund should bear some relationship to the amount of 
deposits in insured banks is apparent, although there may be many 
opinions as to how large a reserve fund is needed by the Corporation. 
A first step, therefore, in an actuarial study of deposit insurance is to 
look at the relative size of the deposit insurance fund since its beginning, 
and to determine what effect the present assessment provisions have on 
its relative size. 


The ratios of the deposit insurance fund to insured deposits and to 
total deposits at each year-end date are shown in Table 30. At the end 
of 1956 the deposit insurance fund was 0.80 percent of total deposits 
in insured banks and 1.45 percent of the estimated amount of insured 
deposits. These ratios are below those which prevailed in 1934, the first 
year of the Corporation’s operation. The ratios at the end of that year 
were 0.83 percent and 1.84 percent, respectively. 


In 1935 the ratios of the deposit insurance fund to total and to insured 
deposits declined because of the refunding to the banks, when the per- 
manent insurance plan went into effect, of the assessments that insured 
banks had made under the temporary plan. During the next few year 
the ratios tended to rise. During the war years the ratios fell sharply as 
deposits increased rapidly, losing more than their prewar gain. With 
the cessation of deposit growth at the close of the war, the ratios again 
tended to rise. However, this upward trend was interrupted in 1947 and 


1948 by repayment of the Corporation’s original capital, and again in | 


1950 and 1951 by payment of interest on the retired capital. Also, the 
provision for net assessment income credits to insured banks in the 1950 
law sharply reduced the tendency for the ratios to rise. At the end of 
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Table 30. Deposits in INsuRED BANKS AND 
THE Deposit INSURANCE Founp, 1934-1956 


(Amounts in millions) 













Deposits in insured banks Deposit insurance fund 






Ratio of deposit 
insurance fund to— 





$ 18,075 


45.1% $333.0 83% 1.84% 

° 44.7 306.0 68 1.52 

22,330 44.4 343.4 -68 1.54 

22,557 46.8 883.1 -79 1.70 

23,121 45.5 420.5 83 1.82 

24,650 42.9 452.7 -79 1.84 

26,638 40.8 496.0 -76 1.86 

28,249 89.7 553.5 -78 1.96 

32,837 86.5 616.9 -69 1.88 

111 ,650 48,440 43.4 708.1 -63 1.45 
184,662 56,398 41.9 804.3 -60 1.43 
158,174 67,021 42.4 929.2 -59 1.39 
148,458 73,759 49.7 1,058.5 71 1.44 
154,096 76,254 49.5 1,006.1 -65 1.82 
153,454 75,820 49.1 1,065.9 -69 1.42 
156,786 76,589 48.8 1,203.9 -TT 1.57 
167,818 91,859 54.4 1,243.9 74 1.36 
178,540 96,713 54.2 1,282.2 72 1.33 
188,142 101,842 54.1 1,363.5 72 1.34 
193,466 105,610 54.6 1,450.7 75 1.87 
208,195 110,973 54.6 1,542.7 76 1.39 
212,226 116,380 54.8 1,689.6 77 1.41 
218,000 120,000 55.0 1,742.1 80 | 1.45 


1 Estimated by ap: lying to the d its in the various types of account at the ee call dates 
the _ereene oan inane termined from special reports secured from insured banks 
All ioe for December 31, 1956, except the amount of the deposit insurance fund, are estimated. 


1951, after the Corporation had completed the payment of interest on 
its capital, the fund amounted to 0.72 percent of total deposits in insured 
banks and 1.33 percent of the estimated insured deposits. Since that 
time, the fund has grown somewhat more rapidly than bank deposits. 
Specifically, during the years 1952-1956, the average annual rate of 
increase of the fund was 6.3 percent, while the annual rate of growth 


of total deposits was 4.1 percent and that of insured deposits about 
4.4 percent. | 


Maintenance of an appropriate rate of growth in the Nation’s circu- 
lating medium, or money supply, of which bank deposits are now the 
predominant portion, is widely recognized as an important element in 
the economic policies of the Nation. The need for such growth was 
described by a congressional commission eighty years ago: 


“It is in a volume of money keeping even pace with advancing population and 
commerce, and in the resulting steadiness of prices, that the wholesome nutriment of a 
healthy vitality is to be found. The highest moral, intellectual, and material develop- 
ment of nations is promoted by the use of money unchanging in its value. That kind 
of money, instead of being the oppressor, is one of the great instrumentalities of 
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commerce and industry . . . It is only under steady prices that the production of wealth 
can reach its permanent maximum, and that its equitable distribution is possible.” ! 


Judged both from the experience of recent years and from the record 
of the nation for more than a century, an average rate of growth of bank 
deposits of about 4 percent per year is normal. We should anticipate 
the continuance of deposit growth at this rate. 


A projection of the income of the Federal Deposit Insurance Corpo- | 


ration over the next 23 years is shown in Table 31 and of its deposit 
insurance fund in Table 32. These projections assume a deposit growth 
of 4 percent per year, and annual losses and operating expenses of the 
Corporation the same relative to assessments as the average of the an- 
nual rates during the time of the Corporation’s operation. They show 
the income of the Corporation and the size of the fund under the present 
assessment provisions, and also the effect of crediting the entire net 
assessment income to the insured banks. 


Unless the deposit insurance fund continues to grow by at least the 
same rate as deposits the size of the fund relative to total or to insured 
deposits will decline. The investment income of the Corporation is not 
sufficient, by itself, to provide a rate of growth for the deposit insurance 
fund that will keep pace with the anticipated growth in bank deposits. 
Thus, any proposal to return the entire net assessment income to the 
banks is, in effect, a proposal to initiate a continuing decline of the 
deposit insurance fund, relative to total or to insured deposits. Under 


such a plan the ratio of the fund to total deposits will decline to 0.7 | 


percent in nine years, and to 0.6 percent in twenty years, assuming & 
normal rate of growth in total deposits. A proposal to return the entire 
assessment income to the banks must therefore rest on the assumption 
that the present deposit insurance fund is larger, relative to deposits, 
than is needed by the Corporation to meet contingencies for which it 
should be prepared. 


The Corporation’s disbursement and loss experience. From the 
beginning of 1934 to the end of 1956, the Federal Deposit Insurance 


Corporation has paid off the insured deposits, or provided sufficient funds 


to enable the assumption by another bank of all the deposits, of 431 
insured banks. In doing so, it has made disbursements of approximately 
$340 million, of which $292 million were paid directly to depositors or 
expended to enable the assumption of their deposits by other banks, 
and $48 million consisted of payoff and liquidation expenses and advances 
for the protection of assets. During the same period the Corporation 
was able to build up an insurance fund from assessments and investment 


1 Report of the United States Monetary Commission, Senate No. 708, 44th Congress, 2d Session, 
1877, pp. 51-52. The Commission was composed of three a Regpesentativen an onConetea 
man, and a university professor. 
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Table 31. Prosecrep INcomE or THE FEDERAL DEposit 
INSURANCE CORPORATION, 1957-1980 


(Amounts in thousands) 





Total income of FDIC 


Assess- Net Investment [| OO ss gs 
beco: r and inco - moons oa = 
on me assess- 
— losses? =| tained under ~~: 1960 | Under 1950 | ment income 
1950 law * law credited to 
insured 
banks § 
$161, ees $14,544 $ 58,822 $ 43,551 $102,878 $43,551 
168,06 15,126 61,174 46,111 107,285 44,641 
174, 784 15,731 63 ,621 48,798 112,414 45,757 
181,775 16,360 66,166 51,604 117,770 46,901 
189, 17,014 68,818 54,548 123,361 48, 
196,608 17,695 1,565 57,632 129,197 49,275 
204,472 18,402 74,428 60,862 185,290 50,56 
212,651 19,189 77 A05 64,244 141,649 51,770 
221,157 19,904 80,501 67,785 148,286 ol 
° 20,700 :721 71,498 155,214 54,390 
289,208 1, 87,070 15,873 162 55,750 
248,771 89 90,553 434 169 ,987 57,144 
° 23,285 94,175 83,684 177,859 58,578 
269,071 24,216 97,942 88,180 186,072 60,037 
a 25,185 101,860 92,782 194,642 61, 
291,027 6, 105,984 97,648 203 ,582 63 ,076 
27,240 110,171 102,788 212,909 64,653 
814,775 28,330 114,578 108,060 222,638 66,269 
327,366 4 119,161 113,626 232,787 67,926 
$40,461 80,641 128 ,928 119,44 243, 69,624 
54 $1,867 128,885 125,530 254,415 71,365 
868,242 ol 134,040 131,891 265,931 73,149 
882,972 84,467 189,402 188, 277,941 74,978 
898,291 86,846 144,978 145,487 290,465 76,852 





1 At 4 percent increase over the preceding 

2 At 9 percent of assessments necedinns aan aan average of the annual percentages during 1934-1956 
(with ee, under the temporary plan in 1934-1935 assumed to have been at the rate under the 
permanent 

4 ’ 40 percent of net assessment income, which is defined as assessments becoming due less expenses 

and losses. 

‘At 2.5 percent of deposit insurance fund on preceding December 31, which is the approximate 
average rate received by the Co’ os during 1934-1956. 

Stateant income only, at 2.5 percent of deposit insurance fund on preceding December 81. 


income of $1,742 million, having had to absorb losses amounting to only 
$30 million. Taken as a whole, this experience is cited frequently as 
evidence that the present deposit insurance fund is adequate and that 
a reduction in the deposit insurance assessment is desirable. To determine 
whether such a conclusion is borne out by the data requires a more detailed 
analysis. 


Disbursements for the protection of depositors have been made by 
the Federal Deposit Insurance Corporation in each calendar year be- 
ginning with 1934. The amount of disbursements, including payoff and 
liquidation expenses and advances for protection of assets ranged from 
a high of $91 million in the case of banks closed in 1940 to a low of $276,000 
for banks closed in 1946. In several years these disbursements were & 
sizeable proportion of assessment income. In each of two years, 1939 
and 1940, the disbursements were not only far in excess of income from 
assessments but also exceeded all Corporation income. 
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Table 32. Proyecrep Deposir INsuRANCE Funp, 
FEDERAL Deposit InsuRANCE CORPORATION, 1957-1980 


(Amounts in millions) 








Ratio of fund to deposits 
in insured banks 






Deposit insurance fund ? 


Dee. With entire 
31 net 
Under 1950 assessment 
law income 
credited 
to insured 
banks 

BA wanewcnsacte -79% 
kite as cane oe -78 
DG ees bass caked -77 
SS e's 6a.0 on oo -75 
eo ee -74 
SS a -73 
Nett d:e:c'e ow ee 72 
BGG sce cesuene ove 
Ewin np eeeee d -70 
ET cGd woes aeaee d .69 
SG uateseveceaee ° -68 
SRG cous bau SOR e -67 
ae d .66 
Dis ca sacs caters d 65 
Shea ees os tee J 64 
STE is ns sna ee 1.01 .63 
SASS xn antncee 1.02 62 
Dah ss >> ad dante 1.03 -62 
SEN Wicca sas woe 1.04 61 
Eh ssa 4s a0 eee 1.05 -60 
ea 1.06 -59 
MEAG an knee anck® 1.07 -58 
ESR. sshoucase 1.08 57 
PCW CaCO eR Kae 1.09 56 





1 At 4 percent increase over the preceding year, with deposits at the end of 1956 estimated at 
$218,000 million. 


? Deposit insurance fund on December 31, 1956, of $1,742,077 thousand, increased each year by 
addition of net income of the Corporation (see Table 2). 


Disbursements, as indicated in the first part of this study, result in 
the acquisition of assets (including claims against receivers) by the Corpo- 
ration. The amount of such assets held on any particular date may 
reasonably be considered as representing that part of the deposit in- 
surance fund in use. Table 33 provides data showing, at each year-end 
date, the size of the deposit insurance fund, the Corporation’s reserve 
for losses, and the volume of assets held by the Corporation that had 
been acquired as a consequence of insurance disbursements. 


Reference to this table will show that the assets resulting from in- 
surance disbursements held by the Corporation increased rapidly during 
the prewar period, after which the volume declined until 1952, and has 
tended to rise again in recent years. The peak amount was in June 1940, 
when the Corporation held about $147 million of such assets. This was 
equal to 29 percent of the deposit insurance fund plus the reserve for 
losses on that date. The amount of these assets in excess of the Corpo- 
ration’s reserve for losses was 22 percent of the deposit insurance fund. 
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Table 33. Depostr INsuRANCE FuND AND RESERVE FOR LOSSES, 
AND Ho.upines or AssETs ACQUIRED IN Deposir Payorr AND 
Deposit AssuMPTION CasEs, 1934-1956 


(Amounts in thousands) 





Deposit insurance fund 


Assets acquired in deposit payoff 
and reserve for losses 


and deposit assumption cases 























Amount 




























held in Percent of 
excess of deposit 
reserve insurance 
for fund 
losses 
06 $387 $861 -26% $474 14% 
806,057 3,927 9,345 8.01 5,418 1.77 
$43,405 7,708 19,099 5.44 11,391 8.82 
883,149 13,399 29,553 7.45 16,154 4.22 
420,545 20,650 47,200 10.70 26,550 6.31 
99,764 20.43 64,231 14.19 
185,813 25.17 92,172 18.58 
125,352 20.99 81,741 14.77 
106,640 16.12 62,056 10.06 
84,798 11.43 46,250 6.58 
835,055 56,783 6.80 26,069 8.24 
951,711 2 37,682 3.96 15,122 1.63 
24,543 2.28 5,551 52 
,006 ,090 15,497 19,076 1.87 8,57 36 
1,079,537 | 1,065,851 13,686 16,493 1.53 2,80 -26 
1,217,558 | 1,208,943 18,615 15,686 1.29 2,071 17 
1,243,947 9,423 11,738 94 2,315 19 
1,282,188 1,474 4,514 35 3,040 24 
1,363 ,492 2,050 4,075 30 2,025 15 
1,453,035 | 1,450,684 2,351 4,455 81 2,104 14 
1,551,744 | 1,542,697 9,047 10,152 -65 1,105 -07 
1,648,956 | 1,639,589 9,367 18,719 83 4,352 27 
1,750,716 | 1,742,077 8,639 13,064 75 4,425 25 





513,048 469,564 





43,484 146,847 103,363 


1 For 1948 and 1949 includes a special reserve for undetermined losses on assets acquired in deposit 
assumption cases. 

? Date of maximum holdings of assets acquired in deposit payoff and deposit assumption cases. 
Includes assets to be acquired in a deposit assumption transaction not completed for which the Corpo- 
ration had made the necessary commitment of funds. 


Table 34 shows the disbursements and losses of the Corporation each 
year. Comparison of this table with the preceding one shows how mis- 
leading are the loss data if only losses are compared with the deposit 
insurance fund in an attempt to appraise the adequacy of the fund. 
Perhaps the best illustration of this is, again, the year 1940. The final 
loss from disbursements made during that year was less than $4 million, 
or 0.8 percent of the fund in 1940. However, the fact that the loss eventu- 
ally absorbed by the fund was so small can scarcely be considered a 
reflection of its adequacy in 1940, when it had to provide for disburse- 
ments of about $91 million, which with previous disbursements tied up 
22 percent of the fund after setting up reserves for losses. 


Other data relevant to the significance of the Corporation’s 
experience. An analysis of the 1934-1956 experience should not ignore 
Federal aid to banks by agencies other than the Federal Deposit In- 
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Table 34. DiIsBURSEMENTS AND LOSSES OF THE FEDERAL DEPosIT 
INSURANCE CORPORATION IN Deposit Payorr AND DEposiT 
AssumpPTION CasEs, 1934-1956 


(Amounts in thousands) 








: Ratio to deposit 
Disbursements ' Deposit insurance fund at 
anet aia insurance midyear 
of ban Expenses fend June 
Principal * and ad- Disburse- Losses 
vances ¢ ments 

—_ sl tcl cin Silencer linet amin oaiad 
1934-1956. $339,782 $292,235 $47,547 EE Bie ss ows 40s 8.17%5 28% 
hs sues 985 941 44 251 $318,971 31 .08 
BRS 6 5<o1p 9,260 8,890 370 2,814 334,997 2.76 -84 
By scess 15,782 14,781 1,001 2,526 $23,782 4.87 -78 
a 5000 20,145 19,160 985 3,653 $64,150 5.53 1.00 
ee 35,472 30,479 4,993 2,516 401,999 8.82 -63 
Ts 6 sks 85,531 67,770 17,761 7,315 424,482 20.15 1.72 
ih cess 91,437 74,134 17,308 3,963 469,564 19.47 84 
1941 25,406 23,880 1,526 645 523,372 4.85 12 
tio <5 11,939 10,825 1,114 727 583,887 2.04 -12 
BRS... 0s 7,298 7,172 126 178 658,819 1.11 -03 
is as ue 1,549 1,508 46 49 752,284 + | -01 
ere 1,865 1,768 Be he wien ogee 868,469 * RS, eee ieee 
ae 2 265 ah 992,745 me! cach sane 
Ns ea <6 2,003 1,724 279 74 1,133,687 18 -01 
eee 8,188 2,990 198 640 | 1,007,417 382 -06 
ee 2,717 2,552 165 869 1,184,213 -24 .08 
Se 4,414 3,986 428 1,390 1,277,076 -35 1l 
Es nea ae 2, 1,885 117 10 1,243,839 -16 001 
hs +o 0% 1,547 1,369 178 820 1,322,485 12 06 
SDs cess 5, 5,017 PTE ston sccino 55 ae 1,406,628 Pr ee 
ae 975 918 62 114 | 1,496,692 .07 01 
ear 7,147 6,787 860 492 1,590,541 45 -03 
ar $8,511 3,444 67 1,138 1,690,818 21 .07 





1 Disbursements are those pertaining to the banks that closed in each year. They do not exactly 
equal the disbursements made in each year because some portions of the disbursements may have been 
made in years subsequent to that in which the bank closed. 

2 Losses on principal in both deposit payoff and deposit assumption cases, plus payoff. expenses in 
deposit payoff cases. Liquidation expenses and advances for asset protection have been fully recovered 
in the deposit assumption cases. 


* Deposits paid by FDIC in deposit payoff cases; principal of loan or of assets purchased in deposit 
assumption cases. 


* Payoff expenses in deposit payoff cases; liquidation expenses and advances for asset protection 
in deposit assumption cases. 
* Average of the annual ratios. 


Note: Data for recent years subject to adjustment. 


surance Corporation. Such aid was given primarily by the Reconstruction 
Finance Corporation, the Home Owners Loan Corporation, and the 
Farm Credit Administration. These disbursements contributed signifi- 
cantly to restoring the strength of the banking system, and had these 
agencies not been in existence the Federal Deposit Insurance Corpora- 
tion undoubtedly would have been called upon for a much larger ex- 
penditure of funds. 


Together, these three agencies disbursed upwards of $2 billion to aid 
open or closed banks in the period beginning with 1934, which was 
several times the amount of disbursements by the Federal Deposit 
Insurance Corporation. Any projection of the banking record which 
purports to show how much the Corporation may have to disburse in 
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the future should take account of these disbursements by other agencies, 
since to the extent such disbursements are necessary again they will have 
to be made by the Federal Deposit Insurance Corporation. 


Another important element of the experience since 1934, which has 
not been favorable, is the decline in the capital of insured banks relative 
to their assets. At the end of 1934 total capital accounts in insured com- 
mercial banks were 13 percent of all assets and 26 percent of so-cailed 
“risk assets.” At the end of 1956 these ratios were approximately 7 
percent and 16 percent, respectively. This decline may not be quite so 
serious as it appears because of the fact that capital today is probably 
more sound than was the case in 1934 and the fact that reserves against 
losses, not included in capital accounts, are relatively greater now than 
20 years ago. Nevertheless, the very rapid increase in bank assets since 
1934 has definitely outpaced the rate of growth of bank capital, and 
thus the vulnerability of the banking system to adverse economic con- 
ditions has increased. 


Another observation must be made about the experience since 1933. 
It is clear that some observers entertain the rather disquieting view that 
this period is unique in our history; that the United States has entered 
a new banking era in which the major difficulties of the past may be 
safely forgotten. While we are hopeful that this may indeed be the case, 
it must be remembered that there have been other periods in our history 
during which banking difficulties were small. As a matter of fact, quite 
early in our history there was a period of a quarter century during which 
there was not a single bank failure. 


Another period during which the losses from bank failures were rela- 
tively light was from 1898 to 1920. During that period the average 
annual ratio of deposits in closed banks to the deposits of operating 
banks was less than one-third as high as during the preceding twenty- 
five years, and only one-seventh as large as in the subsequent decade 
and a half. Had a deposit insurance fund been operating during the 
1898-1920 period, with principal disbursements equal to one-half the 
deposits in failed banks (as in the case of the Federal Deposit Insurance 
Corporation during 1934-1956), such disbursements would have averaged 
one-tenth of 1 percent per year of the deposits in operating banks. While 
this disbursement rate relative to deposits in operating banks is sub- 
stantially higher than in the case of the Federal Deposit Insurance 
Corporation, it is not much higher than the Corporation’s rate would 
have been had the disbursements to banks by the Reconstruction Finance 
Corporation and other agencies been made by the Federal Deposit 
Insurance Corporation. 


Considered in its entirety and in the light of previous experience, 
the record since 1933 provides much less evidence than is often assumed 
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that the developments of recent years have greatly diminished the 
likelihood of a relatively large number of bank failures occurring in 
the future. 


Distribution of the potential insurance liability. That the risk 
to the Corporation as an insurer of bank deposits is concentrated in a 
small number of banks is evident from the fact that approximately half 
of the deposits in the more than 13,000 insured banks are held by 100 
banks. On December 31, 1956, there were 11 insured banks each of 
which had total deposits exceeding the entire deposit insurance fund. 
Three of these banks held deposits which not only exceeded the fund, 
but also exceeded the fund and the $3 billion that the Corporation is 
authorized to borrow from the United States Treasury. It should probably 
not be assumed that in the event of difficulties in any one of these banks 
the disbursement by the Corporation would be equal to the total deposits, 
or even to the insured deposits. It is more reasonable to assume that 
if a very large insured bank were to become involved in serious financial 
difficulties an effort would be made to have its liabilities assumed by 
another insured bank, or to have the bank reorganized with the help of 
the Corporation. Apart from the administrative difficulties of direct 
payoff in such a case is the fact that the closing of a very large bank 
might result in the nearly simultaneous closing of many banks keeping 
their correspondent balances with the distressed bank. 


Disbursements to date by the Corporation in the cases of banks which 
have been handled on other than a payoff basis have averaged 53 percent 
of total deposits. This includes principal disbursements, advances for 
asset protection, and liquidation expenses. If we assume, conservatively, 
that a disbursement in the case of an exceptionally large bank would be 
30 percent of its deposits, it is evident that there is still a considerable 
concentration of risk to the Federal Deposit Insurance Corporation. 
Under such circumstances there are three insured banks, the failure of 
any one of which would more than exhaust the deposit insurance fund. 
There are six other banks, the disbursement for any one of which would 
require from two-fifths to one-half of the deposit insurance fund; and 
there are still six other banks, for any one of which a disbursement equal 
to 30 percent of total deposits would require over one-fourth of the 
deposit insurance fund. 


Table 35 shows the total deposits of the 25 largest insured banks at 
the end of 1956 and the disbursements which might be necessary, should 
any one of these banks become involved in serious financial difficulties. 
Revealing as these figures are, they do not reflect the fact that a very 
large commercial bank in serious financial difficulties may be a symptom 
(or a cause) of fundamental difficulties in the banking system which 
may result in other substantial disbursements by the Corporation. 
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Table 35. Deposits or 25 InsurED Banks RELATIVE TO 
THE Deposit InsurRANCE Funp, DecemBer 31, 1956 


(Amounts in millions) 








Size of the 25 FDIC disbursement in case of Percentage of the deposit 
lee 9 insurance fund that would 
largest | as — difficulties if be absorbed by such 


disbursement—* 








50% of 40% of 
deposits deposits 


| ———__—— | 





At 40% At 30% 


. $8,993 $4,497 $3,597 207% 155% 
Bio san tes ’ 464 2,771 159 
Dikineses 6,672 8,336 2,669 158 115 
, 4.. 2,845 1,423 1,138 65 49 
a 2,760 1,380 1,104 63 48 
Disagsavs 2,649 1,825 1,060 61 46 
Ta 2,643 1,272 1,017 58 44 
Bivsaesen 2,497 1,249 57 43 
BPR cent 2,484 1,242 994 57 48 
Wiiessvn 2,338 1,169 935 54 40 
i. 1,854 927 742 48 82 
SA. 1,736 868 694 40 30 
ae 1,654 827 662 88 28 
Maen 6% 1,539 770 616 85 27 
15... 1,539 770 616 85 27 
16.5 1,477 739 591 34 25 
ese 1,389 695 556 82 24 
B...5 1,369 685 548 $1 24 
7S 1,362 681 545 $1 23 
Sei vesses 3 1,026 613 410 24 18 
rer 957 479 383 22 16 
ee 951 476 380 22 16 
err 867 434 347 20 15 
eanaee sas 863 432 845 20 15 
iets sae 858 429 843 20 15 


1 Includes 22 insured commercial banks and 3 insured mutual savings banks. 

2In the banks requiring Wenn pe eee by the Cor — daring 1934-1956, the amount of dis- 
bursement (excluding expenses and advances for pro on of assets) has ranged from 6 percent to 116 
percent. In the case of banks with deposits in excess of $25 million, the range is from 29 percent to 68 


percent. 
* Deposit insurance fund on December 81, 1956, was $1,742 million. 


Size of bank is not the only kind of concentration of risk to which the 
Corporation is subjected as insurer of deposits. In Table 36 the total 
deposits and insured deposits are given for two groups of banks with a 
relatively thin capital cushion. The first of these groups includes the 
insured banks that, on June 30, 1956, had total capital accounts amount- 
ing to less than 5 percent of their assets. The deposits of these banks 
were more than five times, and their insured deposits more than three 
times, the amount of the deposit insurance fund. 


The other group of banks with thin capital margins, shown in the same 
table, includes those with total capital accounts amounting to less than 
10 percent of ‘‘assets at risk.”” The term, “‘assets at risk,’’ as used here, 
is narrowly defined; it excludes not only the types of assets usually 
excluded in tabulations of ‘“‘risk assets,’’ such as cash and balances with 
other banks and United States Government obligations, but also loans 
that are insured or guaranteed by agencies of the Federal Government. 
It is evident that a bank with total capital of less than 10 percent of 
“assets at risk” is in a vulnerable position. A relatively small depreciation 
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Table 36. Deposits In INsuRED CoMMERCIAL BANKS 
with Very Smauy Caprtat Ratios, JuNE 30, 1956 


Type of 
capital ratio 


Banks with ratios of total 
capital accounts to total 
assets of — 


Less than 5 ae 
eS , Sa 
8.0 —3.9 


ie lh ene n pwxchoon 
Banks with ratios of total 
capital accounts to “‘assets 
at risk” of— 


Less than 10 percent..... 


BOG —5.9H. .. 22. ceeee 
| rr 
ae 
ee SE pts noe 00d eas 
a erry ese - 


| 


Number 
of 
banks 


391 


315 


| 
| 





Deposits 
(in millions) 
Total —_— 
$9,024 $5,576 
124 83 
1,926 1,185 
6,974 4,308 
$3,567 | $2,163 
23 15 
37 26 
679 | 374 
916 562 
1,912 1,186 





Total 
deposits 
to deposit 
insurance 
fund? 





jndeted 
_—— 
to deposit 





1 Estimated by applying to the total deposits of each bank on June 30, 1956, the ratio of insured to 


total deposits as repor 


items in process of collection, United States Government obligations direct or fully guaranteed, loans 
by the Commodity Credit Corporation and real estate loans insured by 
the Federal Housing Administration or the Veterans Administration. For all insured commercial banks 


to farmers directly guaranteed 


for its size group on the 
2 The deposit insurance fund on June 30, 19 


» was $1,691 million. 
* The ratio of total capital accounts to total assets for all insured commercial banks was 7.7 percent. 
‘ “Assets at risk”’ equal assets, net of valuation reserves, less: cash, balances due from baake, cash 


the ratio of total capital accounts to “‘assets at risk’ was 16.1 percent. 


in these assets, say two or three percent, would result in serious capital | 
impairment, while a decline of ten percent would wipe out the bank’s 
capital. It is to be expected that many of these banks would be among 
the cases requiring Corporation disbursements in the event of even a 


minor depression. 


On June 30, 1956, there were 226 insured banks with total capital less 
than 10 percent of ‘‘assets at risk.’’ The insured deposits in these banks 
amount to 28 percent more than the entire deposit insurance fund, while 
their total deposits are more than twice the amount of the fund. The 
vulnerable position of these banks becomes even more apparent when 
we consider the fact that the assets not tabulated as “at risk” are not 
free from risk. Judged by current market values, these and other insured 
banks have large losses on their holdings of United States Government 
obligations. These ‘“‘paper’’ losses do not show on the banks’ books, and 
will not materialize if the banks hold the obligations to maturity. But 
whenever a bank that is close to the margin of safety runs into adverse 
circumstances, it is likely to face the necessity of selling United States 
Government obligations at market values, thus taking losses on those 


assets as well as on “assets at risk.”’ 


ial call of September 21, 1955. 


86, 
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There is no mechanical or automatic method of translating these data 
on the concentration of bank deposits into a working rule as to the size 
of deposit insurance fund needed. It could reasonably be maintained that 
the deposit insurance fund should be at least as large as the amount of 
deposits insured under the $10,000 maximum in the largest bank partici- 
pating in deposit insurance. This would mean a fund equal to about 2.5 
percent of all deposits in insured banks, or three times as large as the 
present deposit insurance fund. However, objections may be made to 
this figure on the ground that the Corporation is not likely to find itself 
in the position of paying individual depositors in the case of a very large 
insured bank in financial difficulties. An alternative proposition, therefore, 
might be that the deposit insurance fund should be at least equal to the 
minimum probable disbursement in the event of serious financial diffi- 
culties in any one of the largest insured banks. If this is placed at 30 
percent of the deposits of such a bank, it means that the deposit insurance 
fund should be about 1.25 percent of the deposits in all insured banks. 
The present fund is less than two-thirds of this size. 


Table 37. Bank FartLtures anp Losses To DEposrTors, 
CommerciaL Banks, 1873-1878 anp 1930-1933 


(Amounts in millions) 






Disbursements of a 












hypothetical Depositors’ losses 
ware nce pando a a 4.4, sopeiom as percentage of 
percent o n eposits in 
Deposits | Deposits deposits in failed operating banks 
Year n banks * 













On 

balances 

of $5,000 
or less 







Total 










1873-1878. .|.......... $85.8 $29.0 $25.3 2.1%5 
a $1,211 12.9 5 4.1 3.4 3 3 
DON he's wide 1,386 4.4 2 1.6 14 el = | 
— Batel ae 1,843 13.5 3 5 5.7 49 4 4 
a 1,800 9.7 - 4 3.3 2.9 3 2 
1,297 18.7 s we 5.2 4.6 4 4 
Ses Ch sian 1,214 26.6 13.3 1.1 9.1 8.1 7 fq 
MPNOD. ces rsh bee es $6,830.2 | $3,415.2 6.7 $1,366.6 $922.0 2.7 1.8%5 
AP $49,489 887.1 418.6 8 237.4 158.0 5 8 
DORR. cranes 44,687 1,690.2 845.1 1.9 $90.5 288.0 9 6 
eet ve ee 36,668 06.2 858.2 1.0 168.3 131.6 5 4 
et 9252 8,596.7 1,798.3 5.4 540.4 $44.4 1.6 1.0 
Estimated average durin t the ane of the year 1873 are estimated at 
$1,200 million, and at the ne vot 1 i900 eet at $61, 066 mill 


. a a eons ption +4 sources of data see the Annual Papert « of the Federal Deposit Insurance Corpo- 
ration for 1 
* In the 431 Peake for for which the Federal Deposit Insurance Corporation made disbursements during 
1984-1956, the principal disbursements were 50 percent of deposits; the total disbursements, including 
payoff and liqui dation “ete and advances for protection of assets were 58 percent of deposits. 

‘ Percentage of deposits in operating banks at beginning of the period. 

5 Percentage of deposits > cpantian banks at beginning of the period. If these rates are oaeet 
for recoveries from assessments on stockholders, Ge rates on total deposits are 2.7 percent for 1878-1878 
and 3.4 poncheer f angers he 1930-1988; those on balances of $5,000 or less are 2.4 percent for 1873-1878 and 2.3 

or 
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Needed fund in the event of a wave of bank failures accom. 
panying a deep depression. The United States has had numerous 
periods of banking troubles when large numbers of banks have failed. 
Among these, there are three in which seriously depressed business condi- 
tions and widespread banking difficulties were more intense and pro- 
longed than the others: the late 1830’s and early 1840’s, the 1870's, 
and the early 1930’s. Tabulations of the number and obligations of 
banks that failed or suspended during the first of these periods are not 
available. 


In the 1870’s the deposits of the banks that failed in a 6-year period 
amounted to approximately 7 percent of the deposits of all operating 
banks at the beginning of the period; and in the early 1930’s, in a 4-year 
period, failed banks had about 13 percent of the deposits of operating 
banks at the beginning of the period. The losses to depositors on accounts 
up to $5,000, which we may take as roughly equivalent to the present 
coverage of $10,000, adjusted for assessments collected from stockholders, 
are estimated at 2.4 percent of deposits in operating banks for the period 
of the 1870’s, and 2.3 percent for the early 1930’s. Table 37 contains data 
on deposits and losses to depositors in failed banks during the 1870's 
and the early 1930’s. 


There is no question that the present deposit insurance fund would 
be entirely inadequate should, for example, a situation similar to that 
of 1930-1933 recur. After a careful analysis we have concluded that in| 
order to make the necessary disbursements in such a situation the Corpo- 
ration would need to have at its disposal available funds equal, as a! 
minimum, to five percent of the total deposits in all operating banks. 
This figure assumes that the necessary principal disbursements would 
have been only 37 percent of the deposits in the closed banks in com- 
parison with the Corporation’s experience of 50 percent. Since the fund | 
today is only 0.80 percent of total deposits (and with the assured bor- 
rowing power only 2.2 percent of total deposits) the inadequacy is 
obvious. As a matter of fact, it would require all of the present deposit 
insurance fund plus all of the $3 billion borrowing power to absorb only 
the losses that would occur in such an emergency. 


To what extent can we expect a situation such as that of 1930-1933 
to recur? Certainly, we can conceive of the possibility of a severe eco- 
nomic downturn, accompanied by large numbers of bank failures. Neither 
the public confidence engendered by the existence of Federal deposit 
insurance nor the improvements in banking or bank supervision would 
be sufficient to prevent these failures, which would be a consequence of 
economic dislocations of a fundamental nature. However, because the 
Federal Government is committed, under the Employment Act of 1946, | 
to follow policies which will stimulate full employment, and in view of | 
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the knowledge and authority now possessed by various agencies of the 
Federal Government, it is reasonable to assume that we will be able to 
svoid the prolongation of a serious depression. 


Needed fund to handle contingencies other than deep de- 
pressions. Waves of bank failures are not necessarily connected with 
jeep depressions. They may occur during periods when the economy 
as a whole is stable or prosperous, because of a set of circumstances 
affecting a particular region or industry. The underlying causes of such 
a situation may be deep-rooted so that the failures tend to extend over 
a number of years. In such a situation there is the danger that the deposit 
insurance fund will come to consist largely of low quality assets acquired © 
through disbursements to protect depositors. 


The most recent such period, and the one for which the most data 
are available, is that of 1922-1929. This eight-year period was a time of: 
great prosperity interrupted only slightly by the mild recessions of 1924 
and 1927, which were comparable in severity to that of 1954. Some of 
the bank failures of those years were due to mismanagement and de- 
faleation of the sort that still produce an occasional failure among insured 
banks, and some were due to hangover conditions from the depression 
period of 1920-1921, similar to some of the failures among insured banks 
during the first few years of Federal deposit insurance. But for the most 
part the failures of 1922-1929 represented an inability of banks in the 
agricultural regions of the Nation to adjust themselves to the impact 
of a set of economic circumstances having an adverse effect on agriculture 
and on the trading centers of agricultural areas, even though business 
throughout the Nation was generally prosperous. 


The argument may be made that the situation that existed during 
the prosperous period of the 1920’s will not recur, on the grounds that 
the “overbanked” condition of that period no longer exists and that 
improvements in bank management and bank supervision have made 
the banks less vulnerable to adverse economic conditions. Yet the fact 
is that the banks are probably more vulnerable today, rather than less, 
to adverse economic conditions, because of their weaker capital positions, 
and because their capital positions, as they are measured today, are based 
on the assumption that the Government obligations owned by the banks 
can be held to maturity and consequently exaggerate the margin of 
safety provided by capital funds. Economic maladjustments as serious 
as those of 1922-1929, affecting either agriculture or another segment 
of the economy, may occur again, with as great an impact on the solvency 
of banks. 


Perhaps the best method of visualizing how the Federal Deposit 
Insurance Corporation would be affected by a recurrence of a situation 
like that of the 1922-1929 period is to set up a hypothetical deposit in- 











38 FEDERAL DEPOSIT INSURANCE ASSESSMENTS 


Table 38. A Hyporueticat Deposit INSURANCE FUND FOR 
CommerciaL BaNnKs IN THE UNrTep Srares, 1900-1930 


(Amounts in thousands) 







Income and size of fund with retention of 
all net assessment income 


Investment fund ratio of 


income atend | fund at end 
of year of year to 
(6) deposits at 
midyear’ 
$53,697 19% 
57,539 -71 
63,175 -78 
68,735 75 
69,359 71 
74,144 67 
80,745 -68 
73,493 -58 
70,267 -57 
75,530 -55 
634 -56 
91,159 -59 
101,816 -62 
111,131 -66 
138,717 -67 
127,095 -68 
144,042 -64 
163 ,699 -62 
184,435 64 
209,045 68 
224,970 61 
205,068 61 
201,578 67 
178,726 47 
144,229 35 
126,193 
90,091 19 
75,247 15 
74,289 15 
47,083 10 
-73 ,563 -.14 


1 Assessments becomirg due during the year, estimated at .075 percent of deposits at the middle of 
the year. This is the average rate of deposit insurance assessments becoming due for the years 1951-1956; 
it is less than 1/12 of 1 percent because of the deductions from deposits that are permitted in calculating 
assessments, and because assessments becoming due during a year are based on deposits at four dates 
of which three are prior to June 80 of the year in which they become due. The deposits used in the com- 
putation are from an unpublished series, subject to revision, compiled by the Board of Governors of 
the Federal Reserve System with the cooperation of the Federal Deposit Insurance Corporation and 
the Comptroller of the Currency. 

? For description of sources of data, see the Annual Report of the Federal Deposit Insurance Corpo- 
ration for 1940, pp. 70-73. 
o 3 Estimated at 6 percent of assessments, the annual average for the Federal Deposit Insurance 

orporation. 

¢ Assumed assessments, less estimated losses on depositors’ balances of $5,000 or less and assumed 
operating expense. 

* At 24 percent of the deposit insurance fund at the end of the preceding year. 

* Initial fund of $50 million, which is % of 1 percent of estima deposits in commercial banks at 
the inning of 1900, plus the increments from assessment income and investments. 

7 The actual ratios at the end of the year would be somewhat lower, because of seasonal variation 
and growth in deposits. 


surance fund for the period from 1900 to 1930. If established at the 
beginning of 1900 such a fund would have operated prior to 1922 nearly 
as long as the Federal Deposit Insurance Corporation has been in ex- 
istence. Tables 38, 39, 40, and 41 show how such a hypothetical fund 
would have fared, had it been set up with a capital fund, assessment rate, 
insurance coverage, and assured borrowing power comparable with 
those of the Federal Deposit Insurance Corporation, and with various 
assumptions about the portion of the net assessment income retained 
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Table 39. A Hyporueticat Deposit INsuRANCE FUND FoR 
ComMERCIAL BANKS IN THE UNITED Sratss, 1900-1930 


(Amounts in thousands) 





Income and size of fund with retention of 40 Income and size of fund with entire net as- 
percent of net assessment income ! sessment income credited to insured banks ! 



















Net as- Assumed 
sessment | Invest- | ‘fund at 
income ment end of ear to 
of fund¢ | income year eposits 
at mid- 
year? 
1900. $1,250 $51,250 15% 
1901. 1,281 52,531 -65 
1902. 58 62 
1908 . 61 
1904. -57 
1905. -53 
1906. -50 
1907. Al 
1908. 39 
1909. . 88 
1910.. A0 
1911. 43 
1912. 8,351 1,904 Al 
1913. 2,708 2,036 Al 
1914. 1,923 2,154 40 
1915. 2,1 2,256 39 
1916. 5,508 2,367 83 
1917 6,422 2,563 29 
1918 6,658 2,788 27 
1919 8, 8,024 24 
1920 4,280 3,800 28 
1921 -25,526 3,489 18 
1922 -8,617 2,988 15 
1923 -27,891 2,796 07 
1924 -88 ,965 2,169 -.08 
1925 21,642 1249 | 20,571; + +|+-.07 | -81,6@ |.......... -.08 
1926 —89 ,257 789 8,947 | -.02 | -89,257 |.......... ~.16 
1927 17 ,O06 |. ca ccvess -26,0438 | -.06 | -17,006 |.......... -.19 
1928 WUE 1s occccid'yes -28 882 ef Ses cones ¥ 09 § -.19 
a | ear -57,945 . ED Asian themes -.25 
1930..| -12 


Ee -179,768 | -35 | -121,828 |.......... -.48 


1 Assumed assessments, losses, operating expenses, initial funds, and rate of investment income 
the same as in Table 38. 

2 40 percent of net assessment income (except when negative), adjusted in years following a negative 
assessment income to cover such amounts. 

* The actual ratios at the end of the year would be somewhat lower because of seasonal variation 
and growth in deposits. 

« Negative amounts are losses and expenses in excess of assessments due; positive amounts are the 
net assessment income in succeeding years sufficient to replace such losses. 


by the fund. The first of these four tables shows the losses of that period 
on depositors’ balances of $5,000 and under, which may be taken as the 
losses met by the fund, the income of the fund, and its size at the end of 
the year, assuming that all the net assessment income was retained by 
the fund. The second table shows the income of the fund, and its size at 
the end of each year, with 40 percent of the net assessment income 
retained by the fund; and also if the entire net assessment income had 
been credited to the banks. The third table shows the disbursements of 
the fund each year on account of failed banks, on the assumption that 
such disbursements would have been equal to one-half of the deposits 
of the failed banks, and also the estimated portion of the fund that would 
have been tied up in assets acquired from failed banks. The fourth table 
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Table 41. Apgquacy or Borrowmne Power or a HyYporseticat Deposit 
INSURANCE Funp EsTABLISHED IN 1900 AND OPERATING UNTIL 1930 


(Amounts in thousands) 





Borrowing at end of year 








Borrowing as 
percentage 
Year To hold assets To meet cumu- of assured 
acquired lative losses Total borrowing 
from after fund (2) power 
failed was ® 
banks ! exhausted 2 
If fund retained all net 
assessment income 
PE cGtnceatcessen ye DTS os os cs kelbanadl $20,295 14% 
ee ear an 6 ole ea ae 8,359 6 
Rites ss cack s wee ee Senne coeeate 44,635 80 
ee 806,289 $78 ,563 879,852 253 
If fund retained 40% of 
met assessment in- 
come * 
Pcie en wo wana 7 FA SARs: $6,305 4% 
RRR Ae ee > |) ar 29,736 20 
Be er 88,771 $8,947 97,718 65 
SEs 0'kp winioks wie ex meat 95,542 26,043 121,585 81 
Rr 82,648 28,882 111,530 74 
DRS ae 91,718 57,945 149,663 100 
ee 306,289 179,768 486,057 324 
Entire net assessment 
income credited to in- 
sured ba 
Na ébian abs 3th NE Bs seein Se kane $14,647 10% 
| Be era 56,269 $12,881 69,150 46 
DDS. ciwen «ath a eth aia 59,307 $4,528 93,830 63 
OS ee ee 88,771 73,780 162,551 108 
SS eee 95,542 90,876 186,418 124 
Re 2a ee ee 82,648 93,715 176,363 118 
SEA 91,718 122,778 214,496 148 
SDS» Meee eae ees 306,289 244,601 550,890 367 


| 

1 Assets held (see Table 11) in excess of the fund (see Tables 9 and 10). 

2 Deficit in fund (see Tables 9 and 10). 

* Exclusive of any interest accruing on the borrowings. 

4 On assumption that assured borrowing power was $150 million, or three times the assumed initial 
fund. With these conditions the fund and assured borrowing = aged together would have been 3 percent 
of deposits in soneing banks at the beginning of operations. The combined fund and assured borrowing 
power of ~_ _— eposit Insurance Corporation at the end of 1956 was 2.2 percent of the deposits 
in insured banks. 


* A small amount of borrowing might have been necessary in 1908. 
* Borrowing of about $9 million would have been necessary in 1907 and about $12 million in 1908. 


would have absorbed a larger portion of the fund than was the case with 
the fund of the Federal Deposit Insurance Corporation in 1940. Had a 
fund established in 1900 credited the entire net assessment income to 
the banks borrowing would have been necessary in the 1907-1908 situa- 
tion, and it might have been needed with retention of 40 percent of net 
assessment income. 


By 1920 the hypothetical fund started in 1900 would have been more 
than four times as large as its initial size had all assessment income been 
retained, but less than twice as large as its initial size if the entire net 
assessment income had been credited to the insured banks. However, 
in 1920 the deposits in operating banks were more than five times as 
large as at the beginning of the century, having increased at an average 
rate of more than 8 percent per year. Consequently, the fund would 
have declined relative to deposits. Had the fund started with an amount 
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Table 41. Aprquacy or Borrowina Power or A HyporHeticat Deposit 
INSURANCE Funp EsTABLISHED IN 1900 AND OPERATING UNTIL 1930 


(Amounts in thousands) 





Borrowing at end of year 


Borrowing as 









ee es percentage 
Year To hold assets To meet cumu- of assured 
acquired lative losses Total borrowing 
from after fund (3) power 
failed was (4 
banks! exhausted * 
If fund retained all net 
assessment income 
SEES is 555 Sb ee eae b BD Ae ceca ns Pep eee $20,295 14% 
eee A ep ae: »359 6 
WD. 8s bwdes caueesee OTN i ic 5-0 06 Gigtetds on 44,635 80 
SS sivas ahd anak oa 306,289 $73 ,563 379,852 253 
If fund retained 40% of 
met assessment in- 
come * 
SN a cle i's bs es ote ORS DR ias.’s 5 «cae a oeleen $6,305 4% 
NS (ecient pes Wa AN RY ns 5:5 en eamenannae 29,736 20 
0 Se er ere 88,771 $8,947 97,718 65 
oe cnn Sele ald aca 95,542 26,043 121,585 81 
DOE a ice a dente iee'ot ath 82,648 28,882 111,530 74 
ana ecakesaueale d 91,718 57,945 149,663 100 
Puce anes daadeees 806,289 179,768 486,057 824 
Entire net assessment 
income credited to in- 
DEE. apie ta dies Peksn $14,647 10% 
56,269 $12,881 69,150 46 
59,307 34,523 93,830 63 
88,771 73,780 162,551 108 
95,542 90,876 186,418 124 
82,648 93,715 176,363 118 
91,718 122,778 214,496 143 
806,289 244,601 550,890 367 





1 Assets held (see Table 11) in excess of the fund (see Tables 9 and 10). 

1 Deficit in fund (see Tables 9 and 10). 

+ Exclusive of any interest accruing on the borrowings. 

4 On assumption that assured borrowing power was $150 million, or three times the assumed initial 
fund. With these conditions the fund and assured borrowing power together would have been 3 percent 
of deposits in operating banks at the beginning of operations. The combined fund and assured borrowing 
power of the Federal Deposit Insurance Corporation at the end of 1956 was 2.2 percent of the deposits 
in insured banks. 

‘A small amount of borrowing might have been necessary in 1908. 

* Borrowing of about $9 million would have been necessary in 1907 and about $12 million in 1908. 


would have absorbed a larger portion of the fund than was the case with 
the fund of the Federal Deposit Insurance Corporation in 1940. Had a 
fund established in 1900 credited the entire net assessment income to 
the banks borrowing would have been necessary in the 1907-1908 situa- 
tion, and it might have been needed with retention of 40 percent of net 
assessment income. 


By 1920 the hypothetical fund started in 1900 would have been more 
than four times as large as its initial size had all assessment income been 
retained, but less than twice as large as its initial size if the entire net 
assessment income had been credited to the insured banks. However, 
in 1920 the deposits in operating banks were more than five times as 
large as at the beginning of the century, having increased at an average 
rate of more than 8 percent per year. Consequently, the fund would 
have declined relative to deposits. Had the fund started with an amount 
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equal to three-fourths of 1 percent of the deposits in operating banks 
and retained all the net assessment income, by 1920 it would have de- 
clined to about three-fifths of 1 percent of the deposits in operating banks. 
With retention of 40 percent of net assessment income the fund would 
have been reduced to two-fifths of 1 percent of the deposits in operating 
banks. With the entire net assessment income credited to the banks, 
the fund would have been reduced nearly to one-fifth of 1 percent of the 
deposits in operating banks. 


The hypothetical fund would also have successfully weathered the 
depression in 1921. The wave of failures beginning in the latter part of 
1920 and continuing through 1921 would not have required the fund to 
make use of its borrowing power; and the proportion of the fund tied up 
at the end of 1921 in assets acquired from failed banks would have been 
considerably less than in 1908. In fact, a fund retaining all of its net 
assessment income would have had only one-fourth of the fund in such 


assets at the end of 1921—about the same as was the case with the | 


Federal Deposit Insurance Corporation in 1940. 


Nevertheless, the bank failures of the prosperous period of 1922-1929 
would have been disastrous to the hypothetical fund started in 1900, 
particularly if the fund had retained only 40 percent or none of its net 
assessment income. Had it retained the entire net assessment income it 
could have survived, with the use of only a portion of its assured bor- 
rowing power, until 1930. But with retention of only 40 percent of net 
assessment income both the fund and assured borrowing power would 
have been exhausted by the end of 1929. With the entire net assessment 
income credited to the banks both would have been exhausted by the 
end of 1926. In these computations it is assumed that the fund would 
have borrowed from the United States Treasury without payment of 


interest; if interest were charged the exhaustion of the borrowing power | 


would have come earlier. 


Taking the years 1922-1929 by themselves, the cumulative deficit of 
the fund incurred from the losses charged off would have been about 
one-half of 1 percent of the average annual aggregate deposits in operating 
banks. In addition, the assets acquired from failed banks in excess of the 
losses, and held to the end of 1929 on the assumption used in the com- 
putation that all liquidations are completed by the end of the fourth 
year after the year of failure, would have amounted to about two-tenths 
of 1 percent of the deposits in operating banks. Under the circumstances 
of such a period, liquidation of the acquired assets would probably 
proceed less rapidly than is implied by this assumption, so that a more 
reasonable allowance for holdings of assets acquired from failed banks 
would be one-half of 1 percent. This leads to the conclusion that to meet 
a situation like that of 1922-1929, the Federal Deposit Insurance Corpo- 


ratio 
insu! 


plus 
2 pe 
is 01 
cont 
in ir 
pow 
Cor 
the 
app 
For 


fun 


con 
pul 
of « 
ger 
fin: 


sul 
sin 


th: 


pli 
of 
of 





anks 
> de- 


inks, 


ould 
iting 
inks, 
f the 


the 
rt of 
d to 
d up 


been | 


net 
such 


the | 


1929 


net 
1€ it 
bor- 
net 
ould 
1ent 
the 
ould 
t of 


ywer | 


t of 
out 
ting 
the 
om- 


iths 
10€8 
bly 
.ore 
nks 
Leet 


FEDERAL DEPOSIT INSURANCE ASSESSMENTS 43 


ration would need an accumulated fund of 1 percent of the deposits in 
insured banks. 


The claim may be made that since the present deposit insurance fund 
plus the assured borrowing power of $3 billion now equals more than 
2 percent of the total deposits of insured banks, though the fund itself 
is only 0.8 percent of such deposits, this is sufficient to prepare for a 
contingency such as we have been discussing here. However, as deposits 
in insured banks increase with the passage of time, the assured borrowing 
power will become relatively smaller. In addition, dependence on the 
Corporation’s borrowing power to meet such a contingency overlooks 
the fact that the banking difficulties of such a period, if they occur, will 
appear during a stable or prosperous period for the economy as a whole. 
For the Corporation to resort to the borrowing power in such a period— 
which action is tantamount to an admission that the deposit insurance 
fund is insolvent—would be detrimental to public confidence. 


The greatest contribution the Corporation has made, and should 
continue to make, is maintenance of the confidence of the depositing 
public. While the standby arrangement with the Treasury is a source 
of comfort to the Corporation, to be used in the event of a serious emer- 
gency, the minute the Corporation is forced to show bills payable in its 
financial statement the public confidence might be shattered. 


Summary and conclusions. Proposals to reduce the deposit in- 
surance assessment usually compare the Corporation’s loss experience 
since 1933 with the present assessment income and include an assumption 
that banking difficulties of the kind which were common prior to Federal 
deposit insurance will probably not recur. Such proposals state or im- 
plicitly assume that the present deposit insurance fund of 0.80 percent 
of the deposits in insured banks is more than adequate to meet the need 
of the Corporation for a reserve fund. 


When all the evidence is considered, and not merely the Corporation’s 
loss experience, there is no reason to conclude that the present deposit 
insurance fund is adequate to meet the disbursements which may be 
involved in the contingencies for which the Corporation should be pre- 
pared. The data that the Corporation has been able to collect and an- 
alyze—relating both to historical experience and to the current distribu- 
tion of the Corporation’s potential liability—lead us to the conclusion 
that a reserve fund amounting to 1 percent of the deposits in insured 
banks is the smallest figure that can possibly be considered reasonably 
adequate in view of the Corporation’s responsibilities. Under the present 
assessment provisions, continuance of the remarkably low losses of the 
Corporation to date, and continuance of a 4 percent per year rate of 
increase in the deposits in insured banks, it will take about fifteen years 
for a fund of this size to be accumulated. 


* * *~ * * > » 
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{S. 1798, 86th Cong., Ist sess.] 


AN ACT To amend the Federal Deposit Insurance Act to eliminate the payment of premiums on deposits 
of trust funds by fiduciary banks in uninsured banks 


Be it enacted by the Senate and House of Representatives of the United States of 
America in Congress assembled, That subsection (1) of section 3 of the Federal 
Deposit Insurance Act (64 Stat. 873, 874; 12 U.S.C. 1813(1)) is amended by 
striking out ‘‘deposited in another bank” and inserting in lieu thereof ‘‘deposited 
in another insured bank’’; and subsection (i) of section 7 of said Act (64 Stat, 
873, 879; 12 U.S.C. 1817(i)) is amended by striking out ‘‘whether held in its 
trust or deposited in any other department or in another bank”’ and inserting in 
lieu thereof ‘‘whether held in its trust department or deposited in any other 
aes hr of the fiduciary bank’’. 

-assed the Senate July 15, 1959. 

Attest: 


Fevton M. JouNston, Secretary. 


[S. Rept. No. 490, 86th Cong., Ist sess.] 
Fpic ASSESSMENTS ON FipucIARY BANK Deposits 


The Committee on Banking and Currency, to whom was referred the bill 
(S. 1798) to amend the Federal Deposit Insurance Act to eliminate the payment 
of premiums on deposits of trust funds by fiduciary banks in uninsured banks, 
having considered the same, report favorably thereon without amendment and 
recommend that the bill do pass. 


PURPOSE OF THE BILL 


The purpose of the bill is to eliminate the present requirement that banks acting 
as fiduciaries must pay assessments to the Federal Deposit Insurance Corporation 
on trust funds deposited in uninsured mutual savings banks, when the funds so 
deposited are, in most cases, not protected by the Federal Deposit Insurance 
Corporation. The bill also makes it clear that there is no insurance on such 
deposits. 

GENERAL STATEMENT 


When a bank acts as a fiduciary, e.g., a trustee, executor, guardian, etc., it 
may keep the cash belonging to the trust estate in a bank insured by the Federal 
Deposit Insurance Corporation, or in a bank not insured by the Federal Deposit 
Insurance Corporation, or it may retain the cash itself, in which case it is acting 
as a bank of deposit as well as a fiduciary. 

In Connecticut and Massachusetts, many mutual savings banks are not insured 
by the Federal Deposit Insurance Corporation, but by State insurance funds. 
In Connecticut it is, as a general rule, within the scope of a fiduciary’s authority 
to deposit trust funds at interest in a mutual savings bank not insured by the 
Federal Deposit Insurance Corporation, and on occasion a will or a deed of trust 
specifically requires that the trust fund’s cash must be kept in a particular mutual 
savings bank, which may not be insured by the Federal Deposit Insurance 
Corporation. 

Under the present law a fiduciary bank is required to pay a Federal Deposit 
Insurance Corporation assessment or premium on all deposits with it, including 
all trust funds held by it as a fiduciary, except such trust funds as are deposited 
by it in another insured bank, in which case the insured bank of deposit pays the 
Federal Devosit Insurance Corporation assessment. If the insured fiduciary bank 
places cash belonging to a trust in an uninsured savings bank, the fiduciary bank 
must pay the Federal Deposit Insurance Corporation assessment. The Federal 
Deposit Insurance Act now states that such a deposit is insured. However, the 
provisions of the act setting forth the circumstances under which the Federal 
Deposit Insurance Corporation’s insurance obligation matures (sec. 11) are such 
that ordinarily no collection may be made on the insurance. The Federal Deposit 


Insurance Corporation report on 8. 1798 states this problem as follows: 
‘However, insured deposits may be paid only when an insured bank is closed 
for liquidation. Thus, questions may arise whether the Corporation is liable for 
insurance on the loss of such trust funds lawfully deposited by a fiduciary insured 
bank in a noninsured bank which has closed and the fiduciary insured bank is 
not liable for the loss, and, if the Corporation is liable, whether the Corporation 
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must pay the amount of such loss at the time of closing of the noninsured bank 
or whenever the fiduciary insured bank is closed for liquidation.”’ 

This has two undesirable aspects: First, assessments are paid on deposits 
which, for all practical purposes, are not insured, and; second, deposits are at 
least nominally insured while in an uninsured bank over which the Federal 
Deposit Insurance Corporation has no supervisiory authority. 

These provisions confuse the bank’s status as a fiduciary and the bank’s status 
as a bank of deposit. The fact that an insured bank holds trust funds as a 
fiduciary should not subject it to an assessment, any more than if an individual 
held the same funds as a fiduciary. The proper test for the assessments for 
Federal deposit insurance is the place of deposit of the trust funds. ‘ If the bank 
of deposit is insured, it should pay the assessments and provide the insurance, 
whether this is the fiduciary bank or some other bank. But, if the bank of 
deposit is not insured, there should be no assessments and no insurance. 

S. 1798 would correct this situation. It would remove from the definition, in 
section 3 of the act, of the deposits of an insured bank those trust funds which the 
fiduciary deposits in a bank which is not insured by the Federal Deposit Insurance 
Corporation. Trust funds deposited by a fiduciary insured bank in another 
insured bank would still be included within the definition of the insured fiduciary 
bank’s deposits, but would, under section 7(a) of the act, be deducted from the 
bank’s deposits in computing its assessment base. Section 7(i) of the act as 
amended makes it clear that trust funds held by an insured fiduciary bank in any 
of its departments would be insured by the Federal Deposit Insurance Corporation, 
up to $10,000 for each trust estate, and that trust funds deposited by a fiduciary 
bank in another insured bank would be similarly insured to the fiduciary bank 
according to the trust estates represented. However, under the amended section 
7(i), trust funds deposited by an insured fiduciary bank in a bank not insured by 
the Federal Deposit Insurance Corporation would not be insured. 

The changes which would be made by S. 1798 were included in sections 2(j) 
and 28 of title III of the financial institutions bill, as it passed the Senate in 1957 
(S. 1451, 85th Cong.). At that time the Federal Deposit Insurance Corporation 
recommended the proposal and testified in support of it. The Advisory Com- 
mittee for the Study of Federal Statutes Governing Financial Institutions and 
Credit approved the recommendation in its report to this committee dated 
December 17, 1956. 

The Federal Deposit Insurance Corporation and the Treasury Department have 
recommended enactment of S. 1798. The Board of Governors of the Federal 
Reserve System has advised that it has no objection to favorable consideration of 
8. 1798. The National Association of Supervisors of State Banks and the Con- 
necticut Bankers Association have recommended the proposal. 


STATEMENT OF WILLIAM G. LOEFFLER, CONTROLLER, FEDERAL DEPOSIT 
INSURANCE CORPORATION 


The Chairman of the Board of Directors of the Corporation, the Honorable 
Jesse P. Wolcott, has just presented a very concise statement of the purposes of 
this legislation and what it would accomplish. I, too, shall try to be brief. My 
statement will necessarily be devoted to the more technical aspects of the bill 
and its effect on the Corporation and the banks. 

Under the present law assessments against insured banks are computed at the 
basic rate of one-twelfth of 1 percent per annum of total deposit liabilities. 
Before computing the amount of the assessment, however, the banks are permitted 
several kinds of deductions or subtractions from total deposit liabilities. The 
principal deduction permitted is that for items which have been credited to 
depositors’ accounts or paid out in cash and which are in the process of collection, 
generally referred to as ‘“‘float.”’ 

The act prescribes two alternate methods of determining the amount of this 
deduction. These are known as the (aa) and (bb) methods. The (aa) method 
permits banks to multiply by two the amount of items received and placed in 
the process of collection on each of four assessment base days. This method is 
used by substantially more than 90 percent of all the 13,382 insured banks. 
This is an arbitrary method and obviously is of greatest advantage to the banks 
having a large amount of such items which are collectible in less than 2 days. 
The (bb) method is the nearest to a precise method of computing float. Under 
this method banks are permitted to deduct all items in process of collection on 
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each of the 4 base days, including those credited to depositors’ accounts or paid 
out on days preceding base days. 

The (aa) method, which is used by substantially all banks, is the source of 
many administrative and technical problems for the Corporation. Examples of 
these problems are the determination of the exact time that deposit items were 
received by the bank, the exact time that such items were placed in process of 
collection and, particularly troublesome, the determination of whether items— 
especially large items—were received in the usual course of business or whether 
they were items intended primarily to show a large volume of deposits and 
thereby gain the advantage of additional assessment deductions. 

In order to have the essential data from which to prepare certified statements 
for the computation of assessments, it is necessary for most banks to maintain 
special records and, in many instances, to make special arrangements for the 
assembling of such data on each of the 4 base days on which assessments are 
based in order to take advantage of the deductions to which they are entitled. 
Over the years the necessity for maintaining such records has precluded many 
of the smaller banks from taking deductions to which they were entitled. Fur- 
thermore, these special records usually are not a part of the general records from 
which banks prepare reports of condition. 

Under this legislation assessments would be based on items reported in the 
call reports. Banks would not be required to keep any special records because 
of assessment requirements. On the contrary, every item to be used in the com- 
putation of assessments will appear in the reports of condition or “call reports”’ 
which most banks are now required to furnish four times a year. The accounting 
records of the banks are generally set up in such a manner that call reports can 
be prepared without too much difficulty. 

It is a pe that in lieu of deductions permitted under the present act all 
banks shall be permitted standard deductions in amounts equal to 16% percent 
of their total demand deposits and 1 percent of their total time deposits as reported 
on the call reports. It may readily be seen, since call reports are now required 
in addition to the compilation of data for certified statements, that basing assess- 
ments on figures in the call reports will eliminate a great deal of paperwork and 
will be a great time saver for most banks. Furthermore, it will permit all banks 
to take the deductions to which they are entitled. 

Before applying these percentage deductions, banks would be permitted to 
subtract from the applicable classification of deposits, or the one least advan- 
tageous to them, certain items which are considered to be reductions of deposit 
liability and which are reflected in the reported deposit liabilities only because of 
individual accounting procedures. One of these items is the accumulated pay- 
ments for application to personal loans which some banks, because of the nature 
of their business or their accounting procedures, record as deposit liabilities until 
a sufficient amount has accumulated to offset the entire loan. This applies pri- 
marily to a large number of comparatively small banks. The other subtraction 
from the respective classifications of deposit liabilities is the amount of items 
credited to depositors’ accounts which because of bookkeeping procedures of the 


individual bank have not yet been recorded as charges to the depositors’ accounts | 


in the same bank against which they were drawn. 


During the course of studies in early 1957 of the effect of a percentage basis 


of deduction, computations were made for substantially all insured banks for the 
calendar year 1956. Based on deductions of 163; and 1 percent from demand 
deposits and time ana savings deposits, respectively, we found 1,461 banks that 


would have had gross assessment increases. Of these banks, 232 would have | 
had gross increases of $1,000 or more, with 20 banks having gross increases in | 


excess of $25,000, ranging up to about $250,000 for one bank. On this basis and 
with retention of the present assessment credit to banks of 60 percent of net 


assessment income it was found that increased assessments for some banks would 
be substantial. 


Net assessment income, on which the banks’ assessment credit is based, consists 


of the amount of assessments becoming due in the calendar year less the amount 


of the Corporation’s operating expenses and the insurance losses during that | 
year. The banks do not share in any income from investments or from any 


other source. , 
In light of the results referred to above, and because of the resultant inequity 


to some banks, computations were made to ascertain the effect on the insurance | 


fund and on individual banks of various credit participations in excess of the 
present 60 percent credit. As a result of these studies it was concluded that 4 
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credit to the banks of 66% percent of net assessment income could be justified, 
but that such a rate is as much as the Corporation can recommend. 

It was also found that this formula would result in no material injury to any 
bank. In fact we have found only nine banks, less than one-tenth of 1 percent 
of all banks, that would have had an aggregate increase in net assessments over 
the 4-year period, 1956-59, these ranging from an annual average of a little over 
$100 to an annual average of less than $6,000. 

The present rate of assessment credit has resulted in an effective assessment 
rate of about one twenty-eighth of 1 percent. The proposed assessment credit 
would have resulted in an effective rate of one thirty-second of 1 percent. 

At this time I should like to point out that when a credit rebate to the banks 
was first started in 1950, the income of the Corporation from investments (in 
which the banks do not share) amounted to approximately $28 million for that 
year, whereas for the calendar year 1959 income from investments was $57.8 
million. 

Perhaps the most important feature of the act is the one in respect to the 
distribution of net assessment income providing that, if the operating costs and 
insurance losses should exceed the amount of total assessments becoming due 
during a calendar year, the amount of any deficiency shall be restored by deduc- 
tion from total assessments becoming due in subsequent years. It will readily 
be seen from this provision that any deficiency affecting the insurance fund must 
be completely restored before the banks can receive any further assessment credit 
or rebate, thus requiring the full payment of the basic rate of one-twelfth of 1 
percent which has been in effect since 1935. 

Comparisons of actual gross assessments for the 8 years 1951 through 1958, 
with estimates of gross assessments on the basis of deductions of 16% and 1 per- 
cent, show that gross assessments for the 8 years would have been $52,047,000 
less for an annual average decrease of $6,506,000. 

If we were to use the deductions of 16%; and 1 percent but retain the present 
60 percent credit, a comparison of net assessments with actual net assessments 
for 1951-58 would show a decrease cf $20,819,000 for the 8 years for an annual 
average of $2,602,000. With a 663; percent credit, as proposed, net assessments 
would have been decreased $90,950,000 for the 8 years for an average annual 
decrease of $11,368,000. 

This discussion of the effect the proposal would have had on the assessment 
income of the Corporation over the 8-year period naturally brings to mind the 
question ‘‘How large is the deposit insurance fund and how large should it be?”’ 

The original capital of the Corporation in excess of $289 million has been retired 
by payment into the general receipts of the U.S. Treasury. In accordance with 
a formula fixed by the Congress, there has also been paid into the Treasury interest 
of more than $80 million for the use of the capital. Not only have these payments 
to the Treasury been made from assessments on insured banks and income from 
investments, but an insurance fund of $2,090 million, as of December 31, 1959, 
has been accumulated from the same source. 

Thus the fund was equal to 1.47 percent of estimated insured deposits and 
0.84 percent of total deposits in insured banks. Our studies and research indicate 
that the amount of the fund should not be gaged on dollars alone but rather on 
the ratio of the fund to total deposits. 

Projections of the income, operating expenses, and losses of the Corporation 
through 1970 indicate that our objective of a ratio of 1 percent of total deposit 
liabilities would be attained under the present law about 1965 or 1966; and under 
the proposed law, about 1968, or a lag of 18 to 24 months. 

; = greater detail, these projections and fund comparisons may be stated as 
ollows: 


1966 1968 1970 
Thousands Thousands Thousands 
ey I ate cot nln cia intoeaa $308, 622, 000 $333, 806, 000 $361, 044, 000 
und: 
Present SEER» SOR eet cae ens yore 3, 110, 853 3, 474, 636 3, 874, 949 
Under this proposal...............--..--- aoa 3, 011, 137 3, 341, 240 3, 705, 274 
Ratio of fund to total deposit liabilities: Percent Percent Percent 
Present De SF te ts cat aawewanes 1. 00802 1.04091 1.07326 
Under this propemehor 2.58 22.52 5k ow ks . 97590 1.00095 1. 02627 
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Some advantages of the proposed plan may be summarized as follows: 

1. Eliminates one set of complicated rules, regulations, instructions, and 
interpretations for banks to follow and for the Corporation to administer. 

2. Assures attention of a bank officer to preparation of the report on which 
the assessment would he based. 

3. Eliminates need for banks to maintain special records for assessment 
purposes. 

4. Would eliminate the need for most field assessment audits. 

5. Would result in substantial savings of time and expense for most banks 
and the Corporation. 

6. Assessment base of all insured banks would be verified without addi- 
tional cost, as bank examiners now review a!l reports of condition during the 
course of regular examinations. 

7. Would result in greater uniformity of reporting the assessment base. 

If there are disadvantages to the proposal, I would say they are relatively 
minor. ‘There are only two that I consider worthy of mention: 

1. The difference to individual banks varies, resulting in gross assessment 
increases to some banks and decreases to others, but it appears that less than 
one-tenth of 1 percent of all banks are faced with a possible comparative 
net increase. However, most banks would save on operating expenses in- 
curred in maintaining assessment records and preparing certified statements 
under present requirements. This saving in operating costs may very well 
fully compensate the few banks which might pay an increased assessment 
under this proposal. 

2. State nonmember insured banks would have to prepare and file with 
the Corporation 4 reports of condition each year instead of 2; however, 
nonmember banks in 30 States and the District of Columbia file 4 reports 
of condition each year as of the same dates as member banks; and in 2 other 
States nonmember banks also file 4 reports a year although the same dates 
are not always used. 

Every insured bank has had the opportunity to become familiar with the 
provisions of this bill and to make comparisons of its effect on their operations 
and comparisons of assessments under its terms with assessments under the 
existing law. This was accomplished by a letter from Mr. Wolcott to every 
insured bank in September 1959. 

All counterproposals have been presented in detail and discussed with various 
banking organizations. It appears significant that this bill has the support of 
the American Bankers Association, the Independent Bankers Association of 
America, the National Association of Mutual Savings Banks, and other interested 
parties. I have confined my remarks to the principal changes, namely, the change 
to a percentage method of computing deductions, and a change in the rate of 
assessment credit. Most of the other changes are necessary to enable the Cor- 
poration to administer the amended law. However, there are several changes 
proposed that I feel I should comment on. 

The Federal Deposit Insurance Act is the only Federal statute now containing a 
definition of the term ‘“‘deposit.’’ Under its statutory authority the Corporation 
has issued rules and regulations further defining the term. Since there are some 
differences between deposits as defined for insurance and assessment purposes as 
compared with the term “deposit”? for reports of condition, it is considered 
necessary to further define the term “deposit’’ in the proposed amendments. 
We strongly believe that the definition of the term ‘deposit’? should be restated 
in the statute to include items which have been prescribed by regulations to be 
deposits. We further believe that this will result in less likelihood of misunder- 
standings and misinterpretations of the term for all concerned. This definition 
is provided in section 1 of this bill. It would continue the authority of the Board 
of Directors to prescribe deposits by general usage as under existing law, with an 
added provision for consultation with the other two Federal banking agencies. 
The definition of the term ‘‘deposit’’ relates primarily to the insurance and assess- 
ment of deposits which are the functions of the Federal Deposit Insurance Cor- 
poration. The interests of the Comptroller of the Currency and the Board of 
Governors with respect to reports of condition are protected by the proposed 
consultation. Similar authority is granted to define the terms ‘‘cash items” and 
“process of collection” and to classify deposits as ‘‘time,’’ “savings,’’ and ‘‘de- 
mand”’ deposits in connection with reports of condition required for the computa- 
tion of assessments. 

Cashier’s or other officer’s checks which are not issued for money or its equiva- 
lent, but are issued for the bank’s own purposes, such as in payment of its ex- 
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penses or in the purchase of securities, are not now insured or subject to assess- 
ment but are required to be reported as deposit liabilities in reports of condition. 

Under the proposed amendments cashier’s and other officer’s checks issued for 
money or its equivalent will continue to be insured and reported as deposit lia- 
bilities. Such checks which are not issued for money or its equivalent, but are 
issued for the bank’s own purposes, will be included as deposits in the report of 
condition as now required, and in the assessment base, and will be insured. Asa 
matter of equity to the holders of officer’s checks which are issued for the bank’s 
own purposes, they should be insured the same as other officer’s checks and like- 
wise subject to assessment. 

Funds held as security for a liability to the bank which are not now subject to 
assessment although insured would be required to be reported as a deposit lia- 
bility in the report of condition and consequently subject to assessment. 

We believe that this bill will substantially reduce or eliminate many of the ad- 
ministrative problems encountered under the present act by the Federal Deposit 
Insurance Corporation and the insured banks, will reduce the paperwork and 
consequently the workload of the Corporation and the banks, will reduce the re- 
lated operating expenses of the Corporation, will not reduce assessments in an 
amount that will jeopardize the insurance fund, and will benefit to some extent 
practically all insured banks. 


SUPPLEMENTARY STATEMENT OF WILLIAM G. LOEFFLER, CONTROLLER, FEDERAL 
Deposit INSURANCE CORPORATION 


The formula or base for computing assessments as set out in the legislative bill 
now before you for consideration is not a recently conceived idea. For a good 
many years I have been close to and aware of the assessment problems of the 
banks and the Corporation under the requirements of the 1935 act and the 1950 
act, and have been seeking ways and means of eliminating these difficulties, or at 
least reducing them. This, I sincerely believe, will be accomplished under these 
proposals. 

The proposed method of computing assessments is the result of comprehensive 
study and thoughtful evaluation of various methods and percentage combina- 
tions. Assessment problems have been the subject of a great deal of discussion 
between the Corporation and many banking organizations, including the Ameri- 
can Bankers Association, the National Association of Bank Auditors and Comp- 
trollers, officials of many State bankers associations, and innumerable individual 
bank officials. 

The basic legislation and method of computation of assessments now being con- 
sidered was first brought to your attention in 1957 during the testimony and state- 
ments made by Mr. H. Earl Cook, then Chairman of the Board of Directors of the 
Corporation, at the time you were considering the Financial Institutions Act of 
1957. However, the present recommendations were not a part of that proposed 
legislation for the reason that our studies were not then completed. . 

It is proposed in this bill that the assessment of insured banks be based on the 
average amount of deposit liabilities, to be reported by insured banks on two 
reports of condition in each 6-month calendar period, after deducting 16% per- 
cent from demand deposits and 1 percent from time and savings deposits. 

Since the terms ‘Reports of Condition’ and ‘‘Call Reports” will be used fre- 
quently in this statement, I will describe them at this point. 

The reports of condition or, as they are more generally referred to, ‘call reports,”’ 
are statements of the financial condition of the banks as of a given date, and 
contain several schedules showing detailed classifications of various types of 
assets and liabilities, including classifications of deposits as between demand and 
time deposits. The calls on the banks for these reports are made at the instance 
of the three Federal banking agencies, and customarily are “surprise’”’ calls made 
at a time subsequent to the date as of which the reports are required to be com- 
piled. Although it has been customary for the Federal banking agencies to make 
calls as of the same date, it is not a statutory requirement. In order that the 
assessments of all banks will be based on deposit data as of uniform dates, this 
bill provides that each insured bank shall make four reports of condition annually 
upon dates which shall be selected by the Chairman of the Board of Directors, 
the Comptroller of the Currency, and the Chairman of the Board of Governors 
of the Federal Reserve System, or a majority thereof. There are no restrictions 
of the authority of any of the three agencies to call for additional reports of 
condition or for other kinds of reports. 

It is intended that the uniform deductions of 16% percent from demand deposits 
and 1 percent from time and savings deposits shall be in lieu of the present deduc- 








50 FEDERAL DEPOSIT INSURANCE ASSESSMENTS 


tions of cash items in process of collection (these comprising by far the greatest 
portion of present deductions) and funds securing a liability to the bank, and to 
compensate for or offset the inclusion in the assessment base of items not now 
subject to assessment. Before application of these percentage deductions, how- 
ever, there would be permitted deductions for the amounts of accumulated per- 
sonal loan repayments included in the reported deposit liabilities and for unposted 
debits to deposit accounts. 

The Federal Deposit Insurance Act is the only Federal statute now containing 
a definition of the term ‘‘deposit.’’ Under its statutory authority the Corpora- 
tion has issued rules and regulations further defining the term. Since there are 
some differences between deposits as defined for insurance and assessment purposes 
as compared with the term “deposit” for reports of condition, it is considered 
necessary to further define the term ‘deposit’ in the proposed amendments. 
Therefore, the definition of the term “‘deposit’’ has been restated in the bill to 
include items which have been prescribed by regulations of the Corporation to be 
deposits. We further believe that this will result in less likelihood of misunder- 
standings and misinterpretations of the term for all concerned. This definition 
is provided in section 1 of this bill. It would continue the authority of the Board 
of Directors to prescribe deposits by general usage as under existing law, with 
an added provision for consultation with the other two Federal banking agencies. 
The definition of the term “‘deposit”’ relates primarily to the insurance and assess- 
ment of deposits which are the functions of the Federal Deposit Insurance Cor- 
poration. he interests of the Comptroller of the Currency and the Board of 
Governors with respect to reports of condition would ke adequately protected 
by the proposed consultation. Similar authority is granted to define the terms 
“eash items” and “process of collection” and to classify deposits as “time,” 
“‘savings,’’ and ‘“demand”’ deposits in connection with reports of condition required 
for the computation of assessments. 

There are four basic differences between deposits for insurance and assessment 
purposes and deposits for reports of condition. These differences and the manner 
in which they would be eliminated under the proposals are: 

1. All uninvested trust funds, including those deposited in another bank, are 
now defined as deposits for assessment purposes, whereas the report of condition 
includes only anh Geude deposited in a bank’s own commercial department. 

Under the proposed amendments, uninvested trust funds will continue to be 
reported in the report of condition as they are now. Such funds held in the 
bank’s own trust department will not be included as a deposit liability in the 
report of condition, but will be separately stated in an addendum to the report 
as an information item for inclusion as deposits in the assessment base. All 
uninvested trust funds held in the reporting bank will continue to be insured and 
assessable. When such trust funds are deposited by the reporting fiduciary bank 
in another insured bank, such trust funds would be assessable and insured only 
in such other insured bank; however, if deposited in a noninsured bank, such trust 
funds would be neither insured nor assessable. 

2. Funds held to meet outstanding acceptances are now insured deposits but 
are not subject to assessment, whereas the report of condition does not treat them 
as deposits but as prepayment of customer’s liability. 

Under the proposed amendments, funds held to meet outstanding acceptances 
will be included as deposits in the report of condition and the assessment base 
and will be insured, unless under the contract they constitute a prepayment of 
the customer’s liability for outstanding acceptances. 

3. Letters of credit and travelers’ checks issued for money or its equivalent are 
now insured and subject to assessment, whereas the report of condition includes 
only such instruments issued for cash. 

Under the proposed amendments, letters of credit and travelers’ checks issued 
for money or its equivalent will be included in deposits in the report of condition 
and the assessment base and will be insured. It is the consensus of the three 
Federal bank supervisory agencies that the present instructions for preparation 
of reports of condition intend that letters of credit and travelers’ checks issued for 
money or its equivalent be reported as deposit liabilities. 

4. Cashier’s or other officer’s checks which are not issued for money or its 
equivalent, but are issued for the bank’s own purposes, such as in payment of its 
expenses or in the purchase of securities, are not now insured or subject to assess- 
ment but are required to be reported as deposit liabilities in reports of condition. 

Under the proposed amendments, cashier’s and other officer’s checks issued for 
money or its equivalent will continue to be insured and reported as deposit lia- 
bilities. Such checks which are not issued for money or its equivalent, but are 
issued for the bank’s own purposes, will be included as deposits in the report of 
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condition as now required, and in the assessment base, and will be insured. As a 
matter of equity to the holders of officer’s checks which are issued for the bank’s 
own purposes, they should be insured the same as other officer’s checks and like- 
wise subject to assessment. 

Bank drafts drawn on other banks, including those drawn on Federal Reserve 
banks, when issued for money or its equivalent are now insured but are not assess- 
able. Under the proposed legislation, bank drafts issued for any purpose will be 
insured but will not be assessable. 

Funds held as security for a liability to the bank, which are not now subject to 
assessment although insured, would be required under this bill to be reported as 
a deposit liability in the report of condition and consequently will be subject to 
assessment. 

The report of condition form now used will be continued with minor changes 
consisting of three information figures for assessment purposes which will not 
have aiuy effect on the aggregate balances usually reported in the report of con- 
dition. These minor changes are necessary (1) to provide information of the 
amount of unposted items chargeable to depositors’ accounts in the reporting 
bank which had been credited to other depositors’ accounts in the same bank or 
paid out; (2) to provide information of deposits received at one office of a bank 
for credit to a depositor’s account at another office of the bank; and (3) to provide 
information as to the amount of uninvested trust funds held in the reporting bank’s 
trust department. 

Present instructions for the preparation of reports of condition permit but do 


' not require the inclusion of uncollected items in reporting the net amounts of 


reciprocal balances, whereas under these proposals it will be required that un- 
collected items applicable to such accounts be included in both the “due to’’ and 


| “due from’’ accounts between banks before determining “‘net’’ reciprocal balances. 


It is believed that this will remove one of the big problems under the present act 
by permitting the use of book balances instead of entailing the extra work of 
computing collected balances. 

Under the proposed legislation the present assessment rate of one-twelfth of 1 
percent per annum will be continued. The assessment base will be the amount of 
the bank’s liability for deposits, as reported in its reports of condition, plus (1) 
the amount of uninvested trust funds held in the bank’s own trust department, 
and plus (2) the amount of any deposits received in any office of the bank for de- 
posit in any other office of the bank located in any place where deposits are in- 
sured, except those which have been included in deposits in the report of condi- 
tion, and less (1) the unposted items drawn on and held by the reporting bank and 
chargeable to deposit accounts, and less (2) deposits accumulated for the pay- 
ment of personal loans and included in reported deposit liabilities. 

In the reports of condition, deposits are required to be separated between (1) 
time and savings deposits and (2) demand deposits, because provision is made for 
different percentage rates of deductions from these two classifications of deposits. 
Under this bill the additions to and subtractions from reported deposit liabilities 
will be made to and from like items, or if no separation is made, then to and from 
the least advantageous items. 

The semiannual assessment would then be computed by taking the average of 
the assessment base for the two dates on which the reports of condition are re- 
quired in each 6-month period reduced by 1 percent of the average of time and 
savings deposits and 16% percent of the average of demand deposits, and multi- 
plying the remainder by one twenty-fourth of 1 percent. 

Provision is made for the elimination from reported deposit liabilities for assess- 
ment purposes of unposted debits to depositors’ accounts which under a bank’s 
bookkeeping procedures would not be charged to its depositors’ accounts until 
later, and for accumulated repayments of personal loans which under the bank’s 
bookkeeping procedures or in compliance with State requirements would not be 
applied in payment of the loan obligations until later. 

he banks will be required to submit two certified statements each year, show- 
ing the amount of assessments due for each semiannual period. These will be 
submitted between July 1 and 31 for one period, and between January | and 31 
for the other period. Every item to be used in the computation of the assess- 
ment will appear in the regular reports of condition except the percentage deduc- 
tions. Only minor changes will be required in the present format of such reports. 

In accordance with the recommendation of the Department of Justice willful 
submission of false reports of condition and false certified statements will be 
punishable under the false entry provisions of section 1005 of title 18 of the 
United States Code. Inasmuch as the Department of Justice has the responsi- 
bility of prosecuting Federal offenses and considers section 1005 as more appro- 
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priate in prosecutions for such willful submissions of false reports of condition 
and false certified statements, the three Federal banking agencies have concurred 
in its recommendation. 

During the course of further studies in early 1957 of the effect of a percentage 
basis of deduction instead of the present (aa) and (bb) methods prescribed by 
section 7 of the Federal Deposit Insurance Act, computations were made for 
substantially all insured banks for the calendar year 1956. Based upon deduc- 
tions of 163 percent from demand deposits and 1 percent from time and savings 
deposits, we found 1,461 banks that would have had gross assessment increases. 
Of these banks, 232 would have had gross increases of $1,000 or more, with 20 
banks having gross increases in excess of $25,000, and ranging up to about $250,000 
for 1 bank. 

In the light of these results, computations were made to ascertain the effect on 
the insurance fund and on individual banks of various credit participations in 
excess of the present credit of 60 percent of net assessment income. It was con- 
cluded that a credit to the banks of 66%; percent of net assessment income could 
be justified, but that such a rate is as much as the Corporation can recommend. 

Before stating the effects of the proposed change in the assessment credit to the 
banks, permit me to describe the manner in which such a credit is determined. 
The present law provides that the Corporation shall retain 40 percent of the net 
assessment income in each calendar year and the banks shall receive pro rata the 
remainder or 60 percent. Net assessment income is the amount of assessments 
becoming due in the calendar year after deducting the amount of the Corporation’s 
operating expenses and deposit insurance losses during that year. Let me empha- 
size that the banks do not share in any income from investments or from any other 
source. 

Based on computations of a credit participation of 6634 percent of net assessment 
income, we have found only nine banks that would have had an aggregate increase 
in net assessments over the 4-year period 1956-59, these ranging from a total of 
$433 to a total of $23,580, or from an annual average of a little over $100 to an 
annual average of less than $6,000. 

Comparisons of actual gross assessments for the 8 years, 1951 through 1958, 
with estimates of gross assessments on the basis of deductions of 16%4 and 1 percent, 
show that gross assessments for the 8 years would have been $52,047,000 less for 
an annual average decrease of $6,506,000. 

If we were to use the deductions of 163; and 1 percent but retain the present 60 
percent credit, a comparison of net assessments with actual net assessments for 
1951-58 and the annual average for those years would show a decrease of $20,819,- 
000 for the 8 vears for an annual average of $2,602,000. With a 66%; percent 
credit, as proposed, net assessments would have been decreased $90,950,000 for the 
8 years for an average annual decrease of $11,368,000. 

The present rate of assessment credit has resulted in an effective assessment rate 
of about one-twenty-eighth of 1 percent. The proposed assessment credit would 
have resulted in an effective rate of one-thirty-second of 1 percent. 

At this time I should like to point out that when a credit rebate to the banks was 
first started in 1950, the income of the Corporation from investments (in which 
the banks do not share) amounted to approximately $28 million for that year, 
whereas for the calendar year 1959 income from investments was $57.8 million. 

Perhaps the most important feature of the act is the one in respect to the distri- 
bution of net assessment income providing that, if the operating costs and in- 
surance losses should exceed the amount of total assessments becoming due during 
a calendar year, the amount of any deficiency shall be restored by deduction from 
total assessments becoming due in subsequent years. It will readily be seen from 


this provision that any deficiency affecting the insurance fund must be completely | 
restored before the banks can receive any assessment credit or rebate, thus requir- | 
ing the full payment of the basic rate of one-twelfth of 1 percent which has been | 


in effect since 1935. 

This discussion of the effect the proposal would have had on the assessment in- 
come of the Corporation over the 8-year period naturally brings to mind the ques- 
tion ‘‘How large is the deposit insurance fund and how large should it be?’’ 

At December 31, 1959, the fund, built up entirely from assessments on insured 
banks and income from investments, was $2,090 million, equal to 1.47 percent of 
estimated insured deposits and 0.84 percent of total deposits in insured banks. 
Our studies and research indicate that the amount of the fund should not be gaged 
on dollars alone but rather on the ratio of the fund to total deposits. It is our 
opinion that no increase in the assessment credit in excess of 663; percent should be 
considered until the fund shall equal 1 percent of total deposits. 
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Projections of the income, operating expenses, and losses of the Corporation 
through 1970 indicate that a ratio of 1 percent would be attained under the present 
law about 1965 or 1966; and under the proposed law, about 1968, or a lag of 18 to 
24 months. It is my opinion that this will not jeopardize the fund in any way. 

In greater detail, these projections and fund comparisons may be stated as 
follows: 





1966 1968 1970 
Thousands Thousands Thousands 

etal et Ro sh tcccdsconnncanncesenn $308, 622, 000 $343, 806, 000 $361, 044, 000 
Fund: 

I pence wiadomannehin Deccan 3, 110, 853 3, 474, 632 3, 874, 949 

Ree Gen NN on ncn ccceueeccncnn< 3, 011, 137 3, 341, 240 3, 705, 274 
Ratio of fund to total deposit liabilities: Percent Percent Percent 

I ic ME ccc nsnhdumconghe anne 1.00802 1.04091 1.07326 

Se iirc anencdsegnninne . 97599 1.00095 1. 02627 
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Some advantages of the proposed plan may be summarized as follows: 

1. Eliminates one set of complicated rules, regulations, instructions, and 
interpretations for banks to follow and for the Corporation to administer. 

2. Assures attention of top-ranking bank officer to preparation of the re- 
port on which the assessment would be based. 

3. Eliminates need for banks to maintain special records for assessment 
purposes. 

4. Would eliminate the need for most field assessment audits. 

5. Would result in substantial savings of time and expense for most banks 
and the Corporation. 

6. Assessment base of all insured banks would be substantially verified 
without additional cost, as bank examiners now review all reports of condi- 
tion during the course of regular examinations. 

7. Would result in greater uniformity of reporting the assessment base. 

If there are disadvantages to the proposal, I would say they are relatively 
minor. There are only two that I consider worthy of mention: 

1. The difference to individual banks varies, resulting in gross assessment 
increases to some banks and decreases to others, but it appears that less than 
one-tenth of 1 percent of all banks are faced with a possible comparative net 
increase. However, most banks would save on operating expenses incurred 
in maintaining assessment records and preparing certified statements under 
present requirements. This saving in operating costs may very well fully 
compensate the few banks which might pay an increased assessment under 
this proposal. 

2. State nonmember banks would have to prepare and file with the Cor- 
poration 4 reports of condition each year instead of 2; however, nonmember 
banks in 30 States and the District of Columbia file 4 reports of condition 
each year as of the same dates as member banks; and in 2 other States non- 
member banks also file 4 reports a year although the same dates are not 
always used. 

Every insured bank has had the opportunity to become familiar with the pro- 
visions of this bill and to make comparisons of its effect on their operations and 
comparisons of assessments under its terms with assessments under the existing 
law. This was accomplished by a letter from Mr. Wolcott to every insured bank 
in September 1959. 

We believe that this bill will substantially reduce or eliminate many of the 
administrative problems encountered under the present act by the Federal De- 
posit Insurance Corporation and the insured banks, will reduce the workload of 
the Corporation and the banks, will reduce the related operating expenses of the 
Corporation thus offering some offset to any reduction in assessments, will not 
reduce assessments in an amount that will jeopardize the insurance fund, and will 
benefit practically all insured banks to some extent without substantial assess- 
ment increases to the few banks that possibly might not be benefited. 

We respectfully ask your favorable consideration of this legislation. 


x 





